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WEDNESDAY, MAY 7, 1958 


CoMMITTEE ON Foreign AFFAIRS, 
SUBCOMMITTEE ON THE Far East 
AND THE PacirFic, 
Washington, D. C. 

The subcommittee met in executive session at 2:30 p. m., in room 
G-3, United States Capitol, Hon Clement J. Zablocki (chairman of the 
subcommittee) presiding. 

Mr. Zasiockt. The subcommittee will please come to order. 

We are pleased to have representatives of the General Accounting 
Office, the State Department, and the International Cooperation Ad- 
ministration to testify on the conditions in Laos. 

We will begin today’s meeting by hearing from Mr. Keller, who is 
assistant to the Comptroller, General Accounting Office. 

Mr. Keller, you may proceed as you wish. If you care to read the 
summary prepared by your Office, the summary of the nonmilitary 
assistance program, for Laos, or otherwise, you may. 


STATEMENT OF ROBERT F. KELLER, ASSISTANT TO THE COMP- 
TROLLER GENERAL, GENERAL ACCOUNTING OFFICE 


Mr. Ketxier. Before I commence, I would like to preface my re- 
marks by stating that we were not quite ready to issue a report on 
Laos, at this time. We were requested last week by the House Appro- 
priations Committee to give the committee a summary of our findings. 
The summary of findings that you have before you is the same as the 
summary presented to the Appropriations Committee. ICA has not 
had access to the summary, and neither has the Department of State. 

We presented the summary to the House Appropriations Committee 
yesterday and we are very glad to give the summary to this committee 
today. 

If I may proceed, Mr. Chairman. 

In the fall of 1956, representatives of the General Accounting Office, 
as a part of our regular audit of ICA country programs, visited several 
countries in the Far East, with particular concentration on Korea and 
Vietnam. Because of the past association of Vietnam, Cambodia, 
and Laos as the Associated States of Indochina and because we were 
including a summary of past aid activities to Indochina in our report 
on Vietnam, we deemed it appropriate to include brief outlines of the 
Cambodia and Laos programs based on examination of ICA Wash- 
ington records, as supplements of our report to the Congress on Viet- 
nam. A draft of our report on the three countries was sent to ICA 
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in July 1957 for its review. The agency’s comments were not received 
until January 1958. 

During the intervening period information came to our attention 
from various sources concerning disturbing aspects of the program 
in Laos. In December 1957 we decided that in the light of our audit 
responsibilities it was necessary to make a special field examination 
of the program at the ICA mission in Vientiane. Arrangements 
were made to have such an examination made by our Far East 
Branch, and the Director of ICA was so notified. At the same time 
it was decided to issue separate reports to the Congress on each of 
the three Indochinese countries. The reports on Vietnam and Cam- 
bodia are in the final stages of processing and should be released 
shortly. 

The examination in Laos was made in March 1958, and a draft 
report thereon was received by us in late April. We are currently 
reviewing this draft and updating our previous audit work at the 
Washington office of ICA. Our plans are to combine the field and 
headquarters work into a single report to the Congress covering the 
Lao program. Release of this report depends very largely on how 
long ICA requires to review the draft and forward its comments 
to us. 

The summary of the program given hereafter has been taken from 
our audit data gathered to date. 

Background and level of aid: United States aid to Laos began in 
fiscal year 1951 and was furnished as part of an economic and tech- 
nical assistance program for the three Associated States of Vietnam, 
Cambodia, and Laos on a unified basis. Aid for the three countries 
under this program totaled $115 million, of which it has been esti- 
mated that $70 million was attributable to Vietnam, with lesser 
amounts for Cambodia and Laos, the latter having received the small- 
est portion. 

Following the granting of full independence effective in January 
1955, the United States initiated separate and expanded assistance 
programs in each of the three countries. In the 3-year period 
1955-57, assistance to Laos has totaled about $135 million. 

Purposes of aid: ICA has informed us that for overriding political 
and military consideration the United States is presently supporting 
[security deletion] a Lao army of approximately 25,000 men at a cost 
of over $25 million a year. The level of aid has been based princi- 
pally on the cost of maintaining the Lao military forces for which 
the United States assumed the full burden of support. More than 
85 percent of the local currency resulting from United States dollar 
aid was programed for this purpose. Military hardware for the Lao 
army is furnished under the military assistance program adminis- 
tered by the Department of Defense. This program is not included 
in thissummary. ICA has intensified its activities for economic and 
technical development by financing various projects, of which trans- 
portation and public administration were the largest. 

Nature of aid program : The main objective of the ICA program has 
been to generate local currency—kips—for military support including 
troop pay, maintenance, housing, etc. According to ICA its estab- 
lished procedures for generating local currency, namely procurement 
authorizations for financing the import and sale of commodities, 
would have been too slow in obtaining the kips necessary to meet mili- 
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tary payments. Also, the economy of Laos could not absorb imports 
in the amounts required to generate the needed kips. For these rea- 
sons the Agency considered it necessary to provide the greater part 
of aid in the form of cash grants. 

Under this form of aid United States Treasury dollar checks are 
given to the Government of Laos which in turn deposits a correspond- 
ing amount of kips in a special counterpart account from which they 
are withdrawn for the intended purposes. The Government of Laos 
borrows the required kips from the National Bank of Laos. The 
dollar funds serve as currency backing until they are converted into 
kips by sale to importers; the kips thus produced are applied to repay 
the borrowings. Approximately $95 million—70 percent of the total 
dollar aid for the 3 years 1955-57—have been in cash grants. 

Cash grants have been supplemented by financing of commodity 
imports under the regular procedures—about $25 million in the 3-year 
period. The kips generated from these imports have likewise been 
deposited in the special counterpart account. 

Approximately $10.6 million have been devoted specifically to 
economic and technical development, principally for improving and 
maintaining the country’s road system, providing equipment and sup- 
plies for the civilian police organization, improvement of navigation 
on the Mekong River, projects in the field of public administration 
and other smaller projects. 

The composition of the aid program for each of the 3 years, as to 
dollar funds and allocation of the resulting local currency, as of June 
30, 1957, is summarized as follows: 


Dollar funds 





























| 1955 1956 1957 Total Percent 
of total 
Generation of local currency: | Millions | Millions | Millions | Millions 
AC I aa site Oe ES on Oe ee eS | $28. 2 $33. 7 2.7 $94. 6 70.0 
Commodity import QUUINUNNS onn5censeneatiel 3.4 12.9 8.5 24.8 18.4 
Progen, GUPNIG iii i gGinece deeded ceienasaosin | 1.4 6.6 6.3 14.3 10.6 
Sei cidt inthis diliaionininchamnnmtinianae’ -3 2 9 1.4 1.0 
Ici tlie sl ini etait mccain 
DORE canindetniiicnbeitin kien a | 33.3 53.4 | 48.4| 135.1 | 100.0 
Generated local currency 
Dollar Percent of 
equivalent total 
| Millions 
Degediie te epee Gs sendin cide oi ow a Le 98. 5 100.0 
Withdrawals: 
EES CINE acini ona oscntonsvasccepeenhin nhesteagnes 84.4 85.7 
EE CEE TRON nnd cenadavneseDangrsndehunaeeneegaeotd 4.0 4.1 
RIOR CILATION SUGIIUNE. occ kc nw ne cuss cn grades eobbuedbeardseene 3.0 3.0 
COREE SIGE ails cies die ite en sons gp ngtgunadtindiastndh4undece mate 4.4 4.5 
COU FIs Banka bn ice ween dusnddbutbachuabaues boda dialhnighes ctelnbiciely 5 a) 
Ais = 5c clin asp etal encase ah asd ans caealig oc ap oanees eae ee 96. 3 7.8 
BOURER Ci Oe cin cig an 156~xrisSuennaeeiding- epee tinh soaked: 2.2 | 2.2 


Mr. Jupp. You say they can’t absorb enough imports to sell for the 
amount of kips you used, and therefore we have to give them cash 
grants. Then, referring to the No, 2 item above, why the nearly $25 
million worth of commodity import programs in addition to the cash 
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grants? The cash grants are also used by importers to bring in goods 
of some sort; isn’t that right? 


STATEMENT OF GEORGE STAPLES, ASSOCIATE DIRECTOR, CIVIL 
ACCOUNTING AND AUDITING DIVISION, GAO 


Mr. Sraptes. That is right, but not all of the cash grants. One of 
the purposes of cash grants was to generate local currency fast. Now, 
there are two ways of doing that. One is to just sell the kips, supple- 
ment or strengthen their foreign exchange reserves, and issue the kips 
as currency. The other way is to issue re licenses to importers 
immediately so they can import from neighboring countries and pro- 
vide commodities, but the whole 95 plus 25 was not used for com- 
modities. 

Mr. Jupp. What happened to the dollars? After they sold the 
dollars for the kips, where did the dollars go? 

Mr. Staries. They went to the National Bank of Laos. 

Mr. Jupp. And they are still there as a reserve? 

Mr. Sraptes. A large portion still remains as a reserve. That re- 
serve has fluctuated up and down. 

(The following has been submitted by the International Coopera- 
tion Administration for inclusion in the record at this point:) 


INTERNATIONAL COOPERATION ADMINISTRATION 


It is not true, as implied here, that cash grants were given because the 
economy of Laos could not absorb enough imports to generate the necessary 
kips. Cash grants were used as a means of generating local currency entirely 
because it was impossible to obtain, quickly enough, the amount needed by the 
established procedures, using procurement authorizations for financing the im- 
port of saleable commodities. At the same time a commodity import program 
under normal procedures was inaugurated to make a start in building up a 
pipeline which eventually would make it possible to reduce or eliminate cash 
grant operations. At the beginning there were no statistics and no experience 
on which to base a judgment as to the volume of imports which the economy 
would require. Under these circumstances ICA assumed, as commonly is the 
case, that the maintenance of economic stability would require imports equiva- 
lent in value to the local currency being released into the economy by the added 
spending for military and other purposes. 

Mr. Ketter. To continue the summary: The aid program has been 
hampered by conditions which, while common to all underdeveloped 
countries, assumed particular importance in the case of Laos. 

The new State of Laos has little to recommend its economic future. 
Landlocked, the mountainous area within its borders measures approxi- 
mately twice the size of Pennsylvania. Ninety percent of the estimated 
population of 1,500,000 are reported to be subsistence farmers, gen- 
erally illiterate and primitive in culture. Only 8 percent of the land 
is cultivated. The gross national product, mostly foodstuffs, is esti- 
mated at about $100 million annually. 

The new Government was seriously lacking in trained administra- 
tors and technical skills; the economy of the country was primitive 
and there was an absence of economic and statistical data. The re- 
quirements of foreign exchange for imports, the support of a relatively 
large standing army, the furnishing of essential Government services, 
which heretofore had been the responsibility of France, and the need 
to develop a backward economy were considered beyond the capabili- 
ties of the country. The dissolution of the Indochinese monetary 
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union necessitated the development of new financial] and commercial 
facilities. 

On top of these conditions the Government was harassed by conflict 
with the Pathet Lao which occupied two northern provinces and re- 
fused to abide by the Geneva Agreement of 1954. Hostilities were 
brought to an end in October 1957 through an agreement by which 
the Pathet Lao leadership was given a place in the Cabinet of the 
Government. 

The International Cooperation Administration has had great dif- 
ficulty in staffing a mission in Vientiane, the capital city. Living con- 
ditions in Laos are probably worse than in other underdeveloped 
countries. Housing is inadequate and expensive. Educational and 
recreational facilities are almost completely unavailable. Sanitation 
is a major problem of everyday living. 

Observations on administration of program: Due in part to the 
special problems just mentioned, the administration of the program 
has been beset by serious deficiencies. On the other hand, the agency 
contends that the preservation of the independence 6f Laos has been 
the primary objective of the program and that to date this objective 
has been accomplished. ICA has been fully aware of the deficiencies 
in the program since its early days and, together with the State 
Department, has been exerting continuous efforts to overcome them. 
Special study groups, internal audits, and evaluation teams have ex- 
amined the program and made recommendations for improvements. 
We have also been told that meetings at high diplomatic levels have 
been held in an endeavor to resolve the basic issues that contribute to 
the deficiencies. As far as we know, progress to date has not been 
satisfactory. 

In economic development some achievements have been made. The 
highway between the two principal cities has been reopened. Ship- 
ping on the Mekong River has been improved. The building of 
small dams has expanded irrigation areas. Malaria control and yaws 
eradication have improved health conditions at the village level. How- 
ever, some of the larger projects have fared poorly in terms of admin- 
istration, and accomplishments to date represent only a beginning 
in a backward country like Laos. 

The more important areas of concern in the administration of the 
program may be grouped in the following categories. 

1. Need for monetary reform: The official exchange rate which 
governs the deposit of counterpart funds is 35 kips to the United 
States dollar. This rate is unrealistically low, the free rate in neigh- 
boring Thailand and Hong Kong being about 100 to 1. The use of 
this official rate substantially increases the cost of United States aid, 
particularly since the primary objective of the aid has been to gen- 
erate local currency for military support. This rate has also con- 
tributed to certain abuses such as profiteering, diversion of commo- 
dities, and political influence in obtaining import licenses. 

ICA has considered the exchange rate the root of its problems in the 
assistance program. In spite of many consultations with the Lao 
Government about fixing a more realistic rate, no progress appears to 
have been made. A plan offered by United States officials at high- 
level meetings in Washington in January 1958, we understand, was 
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rejected by Lao representatives. We understand that further discus- 
sions have been postponed until after the May elections in Laos. 

2, Malpractices in the importation of commodities: Inadequate ad- 
ministrative machinery in the Lao Government, coupled with the 
unrealistic exchange rate, encouraged various forms of malpractices, 
mainly in the use of cash grants. 

(a) Improprieties in ‘the issuance of import licenses: Issuance of 
import licenses by the Lao Government to use the foreign exchange 
made available by ICA is subject to approval by ICA. However, 
there have been no systematic import plans, no adequate statistic al 
data to determine commodity requirements, no definite criteria for 
identifying legitimate importers, and insufficient trained personnel 
te properly administer the operation. 

Investigations by ICA disclosed that officials of the Lao Govern- 
ment have been financi ally interested in certain importing firms; this 
is reportedly an acceptable practice in the area. On a number of 
occasions the ICA mission fies been bypassed in the approval of 
licenses; the mission was informed that on some occasions internal 
political necessities impelled the issuance of licenses without ICA 
approval. Although an American management firm under a contract 
financed by ICA has been working with Lao authorities for the past 
2 years to develop better administration of the import program, serious 
deficiencies still exist. 

(6) Diversions and overpricing of commodities: Diversion occurred 
in two ways—commodities consigned to Laos were diverted en route, 
and commodities which reached Laos were illegally shipped out of 
the country. This practice has been attributed to several causes: (1) 
Inability of the Laos economy to absorb commodities in such large 
amounts, (2) unstable political and economic conditions making it 
desirable for people to transfer money out of the country, (3) the 
low exchange rate affording opportunities for attractive profits 
through sale of commodities in Thailand and Hong Kong. Diversions 
were facilitated by the inability until several months ago to obtain 
through bills of lading to Laos, thereby enabling the importer to take 
delivery i in Bangkok. 

Other irregularities took the form of overpricing commodities by 
falsifying invoices and also by delivering inferior goods. The excess 
amounts were usually deposited outside the country, | sometimes report- 
wer with the collusion of the suppliers. 

Ineffective control of commodity program: Control procedures 
of ICA have been ineffective to cope with the various malpractices. 
The mission has been unable to car ry, out systematic end-use inspec- 
tions because of (1) lack of personnel, (2) the reluctance of the Lao 
Government to permit such inspections, and (3) lack of information 
on commodities purchased with cash grants. Of the relatively few 
inspections made, several evidenced unsatisfactory use of ICA- 
financed goods or improprieties in one form or another, but little 
positive action appears to have been taken. At the time of our field 
examination, no end-use inspections were being made, principally 
because, according to our report, the Embassy had restricted ICA 
mission representatives from contacting Lao nationals. 

4, Military budget support: In 1955, when ICA agreed to finance 
Lao military costs, the country’s forces were in excess of the level 
determined necessary by the United States Government. Although 
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in 1956 Laos agreed to reduce its army to the stipulated level, the 
mission had no reliable means of determining its strength. Principal 
liaison was maintained through the French training mission. 

In the first year of program operations, ICA made no provision for 
screening allowable expenditures. The ICA mission was not con- 
sidered responsible for the operation. In December 1955, a separate 
[security deletion] group was formed, but the group has not had 
financially trained personnel to make the necessary reviews. Infor- 
mation from several sources indicated that the costs of military support 
may have been too high and that significant savings may be realized 
through a review of expenditures. 

ICA provides 100 percent of the costs of the military establishment. 
Laos was considered unable to make a financial contribution. The 
United States has not deemed it advisable to request Laos to increase 
tax revenues or resort to deficit financing to enable it to make a finan- 
cial contribution or make part of the troop payments in kind. 

5. Project assistance: (@) Maintenance of national roads. This 
vital project was slow in getting underway because of delays in con- 
tracting for required technical service. Subsequently the execution 
of contracts with three separate firms caused an overlapping of func- 
tions. We are informed that a new plan has been arranged which 
should correct this condition. Mission investigations revealed that 
considerable quantities of ICA-financed road equipment had been 
abused and property control records were inadequate. Our inspec- 
tion, made in March of this year, confirmed these reports 

(6) Civil police administration: This project was designed to 
expand and consolidate the civil police forces, improve their mobility 
and communications, and train its personnel. While this force has 
been expanded from about 800 to 2,900 men, we were advised that 
only about 400 have had basic police training. In addition to ICA, 
both France and Great Britain were engaged i in training elements of 
the police force, but apparently there was insufficient coordination 
among the three | groups. 

Factors adversely affecting success of the project were the lack of 
a clear definition of the force’s mission, inadequate maintenance of 
ICA-furnished transport equipment, and reluctance by the police to 
permit, ICA mission personnel to inspect records pertaining to United 
States-financed equipment. 

The Laos program has served predominantly as an instrument of 
United States foreign policy and security interests, and thus it is 
not within our province to appraise whether program objectives have 
been atemmaliiuk From an economic viewpoint, continuation of 
the program will be costly and improvement in its administration 
will be slow. Based on our examination, we believe it is doubtful 
whether Laos can become economically self-sufficient in the foresee- 
able future. 

That concludes our summary, Mr. Chairman. 

Mr. Zasiockt. I would like to call attention to the members of the 
subcommittee that the summary is marked “Secret” and should be 
handled accordingly. 

We will follow the usual procedure of members of the subcommit- 
tee being called upon first under the 5-minute rule. 
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Mr. Keller, I have a question on page 2. When you state: 


The reports on Vietnam and Cambodia are in the final stages of processing 
and should be released shortly— 
has the report on Laos been available to any other committee or will 
a summary on Vietnam and Cambodia be made available to our com- 
mittee ? 

Mr. Ketier. The Lao summary has been made available to the 
House Appropriations Committee. There have been no reports issued 
on the other countries. 

Mr. Srapres. There will be a summary of Vietnam and Cambodia— 
in the report itself, a summary similar to this. We usually do that in 
the forepart of the report. 

Mr. Zas.ock!. You have not completed a report on Laos but you 
presented this summary yesterday to the appropriations subcom- 
mittee ? 

Mr. Starters. Yes, sir. 

Mr. Zasockl. My interest is that this committee receive equal in- 
formation from your office and as promptly as any other committee 
of Congress in either body. 

If there will be a summary available, we would like to have it sent 
to our committee for perusal. 

Mr. Ketter. You may be assured that we will do that. 

Mr. Zasiocki. On page 3 we are informed that the United States 
was committed to support the Lao Army, but can you supplement 
or give any information why it would cost $20 million a year for 
approximately 25,000 men 

Mr. Piccner. Isn’t that 3 years? Isn’t the $25 million for 3 years? 

Mr. Zasiockt. One year. During our hearings, the world average 
cost is $848 and the cost per Grecian soldier, $424; Pakistani, $485; 
and they are supposed to be the best. Why does it cost $1,000 per 
Lao? 

Mr. Ketier. Mr. Chairman, we cannot answer that. In fact, as 
near as I have been able to find out, I do not know whether anybody 
knows the real answer to that because there is some difficulty, as I 
understand it, in actually checking the expenditures that are made 
for the support of the Lao Army, itself. 

I think perhaps ICA or the State Department representatives 
might be able to answer your question. 

Mr. Zasvocxt. On page 11 under the subtitle of “Military budget 
support,” do you have any further information you can give to the 
committee to elaborate on the charges that you make there? 

For example, that a [security deletion | group was formed but the 
group has not had trained personnel to make the necessary reviews. 

Further you say: 





Information from several sources indicated that the cost of military support 
may have been too high and that significant savings may be realized through 
a review of expenditures. 

Do you mean to imply there was not a review in the past or an in- 
adequate review ? 

Mr. Srapres. There has not been a review as far as we know, Mr. 
Chairman. There has not been a review of the actual expenditures 
made by the Lao Army for its military support as against the 
amounts that have been advanced to them, under an estimate. That 
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is the latest information we have. And we, in no case, would be able 
to examine that because we probably would not be allowed access to 
the records of that Government. 

We could only take that from possibly some instrument of the 
United States Government like either the Defense Department or the 
ICA mission, who might have access to it. 

Mr. Zastocki. Mr. Staples, you would expect that the United States 
Government would have not only access to it but would have data as 
to the cost per person since we are picking up the tab? 

Mr. Sraptes. They may have estimates on that but as far as we 
know and could ascertain, nobody in the ICA mission has actually 
examined the actual expenditures made by the Lao Government for 
their military support. 

Mr. Zastockt. Your office has tried to obtain information 4 

Mr. Srartes. That is right. 

Mr. ZasLocki. You were not denied anything. 

Mr. Srapies. We were not denied anything but the ICA mission 
and in Washington were unable to give any information on it. 

Mr. Zapstocki. You are satisfied they do not have that information ? 

Mr. Srapues. I can only say they told us they do not have it. Iam 
sure they were telling us the truth. 

In other words, I equivocate a little bit on it because, as far as the 
knowledge of the people with whom we had contact in ICA is con- 
cerned, they did not have it. 

Mr. Zasiockr. Would it be fair to state it would be expected that 
the Lao Government would make available the data necessary to 
determine the expenditures ? 

Mr. Straptes. That is right. 

Mr. Zasiocki. On page 10 of the summary under the substitute 
“Ineffective Control of Commodity Program,” your second point is 
that there is a reluctance of the Lao Government to permit such 
inspections. 

Is that why you conclude the Lao Government does not permit 
inspection of the military costs? 

Mr. Sraptes. They may not. There were pretty definite restric- 
tions as far as we could find upon even the ICA mission people in 
making inspections. 

Mr. Zasiockr. You have made this particular charge as far as the 
control of commodity programs is concerned. 

Are you ready to make a similar charge on the reluctance of the 
Lao Government to permit inspection or cooperate in inspection as 
far as the military budget is concerned ? 

Mr. Srartes. The military budget for military support or for mili- 
tary hardware under the military assistance program, Mr. Chairman ? 
Which do you refer to? 

Mr. Zastockt. I specifically refer to the cost of maintaining the 
25,000-man army. 

Mr. Srapies. With regard to that, the latest information we have 
is that the mission [security deletion] receives from the Lao Govern- 
ment a so-called budget, and they review that with the Lao Army. 

There are changes made in it and it is given back and that is the 
end of it. 

(Security deletion.) 
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An approved figure is given to them as to what the United States 
will support in amount. 

Now, as far as we know, that is the end of it. There is nothin 
done as far as we know, in auditing, checking, or reviewing the actua 
expenditures made by the Lao Government against that estimate. 

{r. Zastocki. Has your Office found any fraud on the part of 
either the United States individuals or Lao officials in the financing 
of the Lao Army ? 

Mr. Srapies. From all the evidence we have had, we can say, Mr. 
Chairman, we have no evidence at all that there was any fraud, mal- 
practice, or wrongdoing on the part of the United States officials. 

As far as the same thing with respect to Lao Government officials is 
concerned, we can only take that on the basis of circumstantial evi- 
dence because we do not have access to the records of the Lao 
Government. 

(Security deletion.) 

Mr. Zastockt. In a desire to keep myself under the 5-minute rule, 
I suspend any further questions and call upon Dr. Judd. 

Mr. Jupp. On line 11, page 11, you say: 

In the first year of program operation, ICA made no provision for screening 
the allowable expenditures. The ICA mission was not considered responsible 
for the operation. 

Who was considered responsible? Surely somebody was. 

Mr. Sraptes. I do not know whether or not at that time there had 
been given sufficient consideration to that aspect of the administration 
of it. 

In other words, 1955 was the first year. Idonot know. There was 
no explanation given to us. 

Mr. Jupp. But we ought to get an explanation from somebody be- 
cause we had been doing this in 30 or 40 other countries. 

Certainly, they did not start in Laos without using essentially the 
same program for screening that we have had everywhere else except 
in Yugoslavia, where Tito would not let us see it, either. We accepted 
that, apparently, because the country was so important. 

Maybe we did here, also, but surely somebody in our Government 
is responsible for screening. If they come before us and say they 
could not do it and why, maybe I will accept the explanation, but at 
least I want to know who is responsible. 

Mr. Sraptes. Well, it was this way, as far as we know: ICA mis- 
sion considered it to be the responsibility of the Defense Department 
and apparently the Defense Department considered it to be the re- 
sponsibility of the ICA mission. So they went on for a time until 
December 1955 before they finally decided [security deletion] that 
somebody should take the responsibility for that. 

There was another problem there, Doctor. There was some uncer- 
tainty there as to whether or not they could establish an official 
MAAG under the Geneva agreement. 

There was a period of time while that problem was up in the air. 

Mr. Jupp. We do not have a MAAG there? 

Mr. Srartes. We do not have a [security deletion] MAAG there. 

Mr. Jupp. Do we have some military officers ? 

Mr. Srares. [Security deletion]. There is a French military mis- 
sion there, I understand. 

(Security deletion.) 
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Mr. Jupp. In preparing their budget [security deletion] who pre- 
pares it, just the Lao Army ? 

Mr. Strartes. The Lao Army through the facilities they have, pre- 
pare it. I believe they submit it to the ICA mission [security dele- 
tion] and they are responsible at that level for reviewing that with 
the Lao Government. 

(Security deletion.) 

Mr. Jupp. Does the French MAAG go over that with the Lao 
Army? 

If they are working day by day with the Lao Army, I do not see 
why they do not check to see whether the requests are in reason. 

Mr. Srapues. We don’t know directly but we understand there is 
close relationship between the French mission and the Lao Army. 
There is every reason to believe, and we think that the French mis- 
sion does go over it and has a large hand in its preparation with the 
Lao Army. 

Mr. Jupp. Is a lot of this money going into the hands of French 
officials? Have you any evidence of that? 

Mr. Srartes. We have no direct evidence of that. We understand 
that the French mission establishes the salary rates for the military. 

Mr. Jupp. For the Lao—— 

Mr. Sraptes. For the Lao military. 

Mr. Jupp. Well, they must have a finger in the pie when it comes 
to parceling out the money that is used for the payment of the troops 
and so on, don’t you think ¢ 

Mr. Sraptes. I think it is a reasonable assumption. I have no 
direct evidence on it because there again it is something we cannot 
get to. We do not know. 

Mr. Jupp. Is the French mission on good terms with our [security 
deletion] ICA mission or are they more or less persona non grata to 
sach other ? 

Mr. Srartes. No. So far as we know, they are not persona non 
grata. So far as we know, also, there is not what you might call a 
close intimacy. There is a cordiality and a general friendliness. 

Mr. Jupp. But they do no help us out much in this supervision ? 

Mr. Srapres. We do not know but we have a feeling that they do 
not. 


Mr. Jupp. Now, on page 10, your last sentence : 


At the time of our field examination no end use inspections were being made, 
principally because the Embassy had restricted ICA mission representatives from 
contacting Lao nationals. 

Why would our Embassy be restricting contacts between the ICA, 
that was handing out the money, and the Lao nationals? Or should 
Lask the State Department ? 

Mr. Srapues. I think it would be best to ask the State Department 
that. 

We just found that out as a matter of factual information. 

Mr. Pitcuer. Will the gentleman yield ? 

Mr. Jupp. Yes. 

(Security deletion). 

Mr. Jupp. That was held last weekend. I was going to ask, when 
we get him on, what the result of the election was. _ 


Mr. Sraptes. I believe it will be 2 weeks before they expect the 
election results to be known. 
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Mr. Jupp. This sentence is one that puzzles me. 

I shall just have to ask the Ambassador when we get to him. 

It would appear, just to read it, that there was not good coordina- 
tion between our Embassy and ICA and the Laotian military. And 
yet I know—because I know the persons involved—that there must be 
a reason for that if your observations are correct. 

Mr. Srapies. Doctor, running all through the program there is evi- 
dence of a reluctance on the part of the Laotian Government to allow 
foreign nationals, including United States nationals, too much contact 
and too much examination involving Lao industry, enterprises or 
nationals. 

Mr. Jupp. I appreciate that and we have had it in other places, too. 

Mr. Srapzes. I think, even our end-use inspections were somewhat 
more restricted there, what few of them they made, than in most other 
countries. There has been a pervading climate in the whole program. 

Mr. Jupp. On page 12 you talk about the training of the police. 
Was ICA itself providing the training for some of these police ? 

You say: 

In addition to ICA, both France and Britain were engaged in training 
elements. 

Was ICA engaging some policing operations / 

Mr. Staptes. It had technicians engaged who are experts in that 
field. When I say ICA, it was done under the sponsorship of that 
agency. 

(Security deletion.) 

Mr. Zasiocxki. Mr. Pilcher. 

Mr. Pitcuer. In addition to these 25,000 troops, I believe the Am- 
bassador told us that we were also financing a company of Communist 
soldiers up in this Pathet Lao district. 

Would you know anything about it? 

Mr. Kewuer. I, personally, would not. Perhaps Mr. Staples would. 

Mr. Sraries. This is indirect information but I think, as a part of 
the agreement with the Pathet Lao, it called for integration of some 
of the Pathet Lao forces into the regular Laos army. 

Mr. Pircuer. How many companies have they in the Government 
now ¢ 

Mr. Sraptes. We said they were given representation. Prince 
Souphanouvong, who was named the Minister of Planning and Pro- 
curement, who I believe was the leader of the Pathet Lao forces—— 

Mr. Pitcuer. I believe it was stated that in order to pacify them, 
there were two small companies of Communist troops in these two 
provinces where we were furnishing equipment—on the same basis 
as the 25,000. 

Mr. Sraptes. It could be. If the integration of those forces was 
taken into the Lao Army, I suppose automatically they would come 
in for the same support. 

Mr. Pircuer. You stated you could not get this information from 
this ICA group that was over there. 

Mr. Straptes. We have never attempted to get access to any of the 
foreign government records. 

Mr. Pitcuer. But you did ask the ICA team. 

Mr. Sraprtes. About what particular subject ? 

Mr. Piicuer. About all this stuff you have been talking about here. 
You said they had no record of it, or could not satisfy you. 
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Mr. Srapres. On the expenditures for military support; that is 
right. 

“Mr. Prcuer. How about ICA down here in this office? 

Mr. Srapies. They would have no more than what they would get 
from the mission. 

Mr. Pucuer. It is all the same thing. In other words, if we could 
not get it in one place, we could not get it in another. 

Mr. Srapies. Unless the State 5 sereod eter might have it and it 
was not generally known. 

Mr. Puccuer. [ understand you have asked for it. 

Mr. Srapies. That is right. 

Mr. Pitcuer. Have you ever asked ICA here in Washington 
for it? 

Mr. Srapies. We probably will get around to asking them but in 
view of the fact that we have only received our report from our 
Tokyo office in the last week or so, we are examining that and we are 
updating our audit work here in Washington and that is one of the 
facets of the program upon which we are going to concentrate and 
try to get as much information as we can because of its overall im- 
portance in terms of money. 

Mr. Pircuer. You have not yet asked the State Department? 

Mr. Srapres. Not yet, no. 

Mr. Prrcuer. That is all, Mr. Chairman. 

Mr. Zastockt. Mrs. Church? 

Mrs. Cuurcu. Did you have any idea that you were telling any- 
thing new to the ICA administration? I presume that you brought 
these facts to their attention? 

Mr. Strartes. That is right. 

Mrs. Cuurcn. Have you any idea how long they had been aware 
of this condition ? 

Mr. Sraptes. They tell us they had been aware of it since the early 
days of the program in 1955. 

Mrs. Cuurcu. Did they say whether they had reported it here in 
Washington ? 

Mr. Straries. They did not say whether they had reported it to 
the Congress or to any congressional committee and we had no way 
of finding out since anything like that, I suppose, just as this session 
is, would be a closed session. 

Mrs. Cuurcu. I was referring to a possible report to the ICA 
Administrator here in W ashington. Do you think the ICA Admin- 
istration here in Washington was aware of this? 

Mr. Srartes. They tell us that they were. 

Mrs. Cuurcn. Do you know of any attempt seriously made to better 
this record ? 

Mr. Srapies. There have been a number of investigations and 
examinations and special study groups have gone over from Wash- 
ington, presumably at the instance of the ICA Washington director- 
ship here, to examine and analyze the problems. We are told of 
frequent meetings between the State Department and the Lao Gov- 
ernment officials and the only way I can sum it up, Mrs. Church, is 
that ICA was aware of the conditions. They were trying to do 
something with the Lao Government and it was one of those things 
that was constantly in negotiation all the time. 


25424—58 
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Mrs. Cuurcu. I would like to ask whether you think the current 
effort to straighten out the currency matter sprang from the fact that 
you were coming back with this report. 

Mr. Srapuies. I do not think so. We had reason to believe the 
subject of monetary reform has been a topic of negotiation with 
the Lao Government for some time. How long, I do not know but I 
do not think that our entrance into the picture when we decided to 
enter it seriously was the initial effort made by the agency. 

Mrs. Cuurcn. Do you know of any reason why this has been al- 
lowed to go on for so long? 

Mr. Srarres. I can only say, Mrs. Church, that this program is 
deemed to be a political or foreign policy program, to a very, very 
large degree. The whole program has been based upon foreign 
policy considerations and that probably, or may be, if I may speculate, 
be the reason why it has been allowed to go on the way it is. 

In other words, the State Department considers it a very vital 
program. 

Mr. Zastockt. Mr. Farbstein. 

Mr. Farestern. How does your agency react to the suggestion that 
it is a foreign-policy decision? Do you accept that or do you check 
into it to determine whether or not it is one? 

Mr. Kexier. Mr. Farbstein, we make no effort to go behind a policy 
determination. That is a matter which is up to the Department of 
State and the Congress. We do not feel that it is a part of our job 
to say what the foreign policy should be. 

Mr. Farestern. In other words, whether or not the answer of the 
State Department is an acceptable one insofar as policy considera- 
tions are concerned, is of no great moment to you; is that correct ? 

Mr. Staptes. I can’t say it isof no great moment to us. 

Mr. Farestrern. That is the impression that I get. 

Mr. Ketter. As an individual, yes, but as an official I wouldn’t say 
it is of no great moment. We are interested but it is beyond our prov- 
ince to question. 

Mr. Farsstern. It seems to me it is part of your duty and obligation 
not alone to make a mechanical examination, but also to determine 
whether or not there is any validity to the position or assertion made 
by the State Department insofar as this question of foreign policy is 
concerned. Is that not one of your functions? 

Mr. Keuter. It definitely is not. 

Mrs. Ketiy. Will the gentleman yield at that point? 

Mr. Farsstetn. Yes. 

Mrs. Ketiy. Were you present when GAO testified ? 

Mr. Farestern. No. 

Mrs. Ketuy. And they were told that they had gone beyond their 
field and they shouldn’t go into policy ? 

Mr. Farrstein. No; I was not here. 

Mrs. Kexiy. That has been discussed here. 

Mr. Farestern. That doesn’t mean I agree with it simply because it 
was suggested. 

Mrs. Kexiy. And the witness cannot testify whether he agrees either. 

Mr. Srapues. I think the point to make is that we check to the extent 
we can; that the factual situation upon which foreign policy is based 
is a fact. From there on we don’t consider it within our province, 
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jurisdiction or authority to say whether or not the Secretary of State 
is making a proper foreign policy decision. 

Mr. Farssrern. In other words, you have no opinion on that score? 

Mr. Srapies. No, sir. 

Mr. Farssrern. If you have an opinion you keep it to yourself. 

Mr. Srartes. If it is an opinion it is a personal opinion, but as an 
office, we do not express an opinion. 

Mr. Farsstetn. Now, there is a heading on page 10, “Ineffective 
control of commodity program.” 

Now, there is a statement to the effect that the mission has been un- 
able to carry out the systematic end use inspection because of lack of 
personnel. What do you mean by that? 

Mr. Sraries. They didn’t have enough of them. 

Mr. Faresterxn. Who didn’t have enough of them ? 

Mr. Sraptes. The ICA mission. They couldn’t get people to go 
over there, I take it. 

Mr. Farsstretn. Do you have people in the area ? 

Mr. Srapies. Not inthat area,no. Wehavean office in Tokyo. 

Mr. Farsstein. How far is Tokyo from this place? 

Mr. Sraptes. In terms of miles, I don’t know. I think it is probably 
the equivalent of a day ora day and a half journey. 

Mr. Faresrerxn. When you deem the necessity present, do you ever 
use your own personnel to investigate situations similar to this? 

Mr. Srapies. That is right. That is what we did in the case of 
Laos. 

Mr. Faxpsrrin. Then most of this information you obtained was as 
a result of your own examination ¢ 

Mr. Srapues. That is right. 

Mr. Farestrin. Over and above and beyond the work done by the 
ICA? 

Mr. Srapivs. We use that to supplement our work. We always do. 
Whatever they have done we review it and evaluate it for what it is 
worth and then decide how much further we want to go. 

Mr. Faresrern. Does your authority permit you to take up any 
of these questions with the Government ? 

Mr. Srapies. With the Lao Government ? 

Mr. Keiier. Only then through the State Department. We would 
not make any direct contact with a foreign government, except through 
the Department. 

Mr. Farssretn. Have you taken this up with the State Department ? 

Mr. Srapies. No, sir; we have just our field report. 

Mr. Faresrern. You intend to? 

Mr. Sraptes. I believe our Office consulted with the Embassy on it 
and got an acknowledgement, so to speak, of the factual accuracy of 
it or at least discussed it with the Embassy, but they did not go to 
the Lao Government. 

Mr. Zasvockt. Will the gentleman yield ? 

Mr. Faresrern. Yes. 

Mr. Zastocki. At page 10 they state that the Embassy had restricted 
ICA. JT wondered if they were restricted. 

Mr. Farssrern. | was coming to that, but, of course, that is at the 
end of the page. 

As long as the question has been raised, what position do you take 
with respect to any such situation as this, where the Embassy restricts 
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missions—restricts examinations, restricts investigations. Do you 
accept that ? 

Mr Keurrr. We are reporting it as it is reported to us. On its face 
we certainly wouldn’t agree that it is a proper thing. There may be 
an explanation. We haven’t had an opportunity to go into it as yet. 

Mr. Farsstrx1n. In other words, if any group or anybody makes 
what appears to you to be—well, to take a position that seems irregular, 
yee don't just accept it as such, do you, you go into it to determine the 

asis for it; don’t you? 

Mr. Staptes. That is right. 

Mr. Farestern. And in this you say you hadn’t had an oppor- 
tunity—— 

Mr. Srapies. We haven’t had an opportunity to determine the basis. 
Weare checking into that, Mr. Farbstein. 

Mr. Faresretn. No further questions. 

Mr. Zasiocki. After these gentlemen have finished, we will hear 
from the ICA and State Department. 

Mr. Farssrern. I suggest that these gentlemen remain here. 

Mr. Zastockt. They are invited to remain. 

Mr. Carnahan. 

Mr. Carnanan. What is the basis of this report that you are pre- 
senting now ¢ 

Mr. Keuier. The basis of our report is this. In March of this year 
we made a field survey of the conditions in Laos. Our field report 
was received here about a week ago. 

On Thursday, last week, we received a request from the chairman 
of the Appropriations Subcommittee on Foreign Aid for a summary 
of any and all information we had on Laos. This summary was pre- 
pared and was given to the Appropriations Subcommittee yesterday. 

I might add that we were not ready to make a report, but in response 
to the request from the committee we did gather together the informa- 
tion we had in summary form, which resulted in this document. 

Yesterday afternoon we received a request from this committee, 
which was confirmed as of this morning, to appear before this com- 
mittee this afternoon. 

Mr. Carnauan. Do you ordinarily make it public information when 
you start a study in a particular area ¢ 

Mr. Ketuer. It is no secret, but we don't make an announcement to 
the press. ; 

Mr. CarnaHANn. Have you been told what the foreign policy objec- 
tives in Laos are, and what our security interests involve ? 

Mr. Ketuer. Tothisextent: We have been told that our Government 
considers it essential that the country and Government of Laos be on 
our side, for security reasons and foreign policy reasons. We don't 
know the reason behind the determination. 

Mr. Carnanan. I was not asking you to tell me what they were, I 
was just asking if you were informed as to what they are. 

Mr. Keiirr. Yes. 

Mr. CarnawAn. So you know what the foreign policy objectives in 
the area are and you know what our security interests in Laos are? 

Mr. Ketien. Not the reasons for the determinations. 

Mr. CarNAHAN. You say in your closing paragraph : 


The Lao program has served predominantly as an instrument of United 
States foreign policy and security interests. 
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Whose judgment is that / 

Mr. Srapies. The State Department. 

Mr. CarnaHAn. That is the State Department’s judgment ? 

Mr. Srapies. That is right. 

Mr. Carnanan. You are reporting the State Department, then, in 
this report? 

Mr. Sraries. That is right. 

Mr. Carnanan. Well, do you agree with it? 

Mr. Ketter. We accept it. It is their policy determination, and it 
is not within the province of our office to go behind that. 

Mr. Carnanan. What is significant to me is that this is a General 
Accounting Office summary. Did you credit this to the State 
Department ? 

Mr. Srapies. Well, we have used the information given to us by 
the State Department and by ICA as a matter of summarizing this 
particular document. 

Mr. Carnanan. Then you have something in your report with 
which you do not agree, or ‘do you agree? 

Mr. Srapxes. I cannot say ‘whether we agree or disagree. We con- 
sider the matter of foreign policy to be outside of our province and 
our main purpose in reporting it is for the knowledge and information 
of the Congress. 

Mr. Pitcuer. Will the gentleman yield ? 

Mr. Carnanan. Yes. 

Mr. Pricer. As I understand it, if you have a business concern 
and you hired an auditing firm to audit your books, he gives you 
just what the records are. The General Accounting Office is not a 
policymaking branch of our Government. 

Mr. Farssrern. Will the gentleman yield? Except if your ac- 
countant tells you you are losing money selling a particular item. 

Mr. Prncuer. Well, aren’t we losing money here? 

Mr. Farestrerx. And you shouldn’t continue it unless there are 
overriding reasons. 

Mr. Priucner. I think he has told us about the same thing. It is 
as plain as the Ambassador gave it to us. I appreciate it. 

Mr. Farrstrern. The only point I wish to make is that your account- 
ant generally has an obligation over and beyond the mere adding of 
your figures or subtracting them. He advises you on the policy as is 
shown from his examination of the records. 

Mr. Jupp. Will the gentleman yield ? 

Mr. CarnaHANn. Yes. 

Mr. Jupp. I refer to your point at the top of page 7. Iam not sure 
whether you were here whan ie read that or not. The second sentence 
says: 


On the other hand, the agency contends that the preservation of the independence 
of Laos has been the primary objective of the program and that to date this 
objective has been accomplished. 

That is the foreign-policy statement, and also a statement, setting 
aside the cost for the moment, they to date have accomplished that 
objective. 

GAO is merely reporting on how well or efficiently, or how waste- 
fully, funds have been spent in the accomplishment of this objective. 

Mr. Pircuer. That is exac tly right. 

Mr. Srapues. Yes. 
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Mr. Zasiockr. Mr. Carnahan still has some time. 

Mr. CarnaHan. Then this is your language, I suppose? [Read- 
ing :] 

From an economic viewpoint continuation of the program will be costly and 
improvement in its administration will be slow. 

Mr. Sraptes. That is our opinion. 

Mr. Carnanan. That is your recommendation ? 

Mr. Srapues. Yes. 

Mr. CarnaHANn (reading :) 

Based on our examination, we believe it is doubtful Laos can be determined 
economically self-sufficient in the near future. 

Tt is your opinion it can never become a going concern ? 

Mr. Srarres. In the foreseeable future. 

Mr. CarnaHAn. Do you recommend a discontinuation of the pro- 
gram ? 

Mr. Srartes. We cannot answer that. If you ask me economically 
do I recommend it, I would say we should discontinue it. However, 
there are far more overriding circumstances than what may be eco- 
nomic. Where the security interests of the United States are legiti- 
mately involved, it is not for us to say what program should be con- 
tinue 

I think that that is a matter for the Congress which it will have to 
work out with the State Department. 

Mr. CarnaHAn. Well, you do believe that we haven’t gotten value 
received for the money that has been put into the program ? 

Mr. Sraptes. From an economic standpoint we haven’t gotten value. 
What value does one place upon the security and foreign policy and 
things like that? I can’t place a monetary value of “those things. 
The State Department probably would argue that we have gotten 
more than value received. Maybe they would or maybe they 
wouldn’t; I don’t know. 

Mr. Farestern. Mr. Chairman, may I ask a question, please ? 

Mr. Zastockr. Will the gentlewoman yield ¢ 

Mrs. Kettry. I yield for a moment. 

Mr. Carnanan. Am I through, Mr. Chairman? 

Mr. Zasvocki. I thought you were. 

Mr. CarnanHan. Go ahead. 

Mr. Zasiocks. Have you a further question, Mr. Carnahan ? 

Mr. Carnanan. I thought I was yielding to Mr. Farbstein. 

Mr. Zasiocki. Go ahead. 

Mr. Farsstern. When did you get this report ? 

Mr. Sraptes. Somewhere around the 25th or 27th of April from our 
Tokyo office. However, we had done considerable work here in Wash- 
ington, Mr. Farbstein, and we had a pretty good picture of what the 
general conditions had been. 

Mr. Faresrern. Have you advised anyone of the contents of the re- 
port, or was this a secret report ? 

Mr. Sraptes. As it came from our Tokyo office it was a secret report 
and nobody knows anything about it. We have given a copy of it to the 
ICA mission director. 

Mr. Farsstern. Do you have any opinion as to who advised the Ap- 
propriations Committee of the existence of that report ? 

Mr. Sraptes. I don’t know. I don’t know for certain that they knew 
that we had a report. 
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Mr. Faresrern. You don’t believe they just plucked out of the air 
the fact that there was a Lao report that was derogatory and hence 
directed you to furnish it 

Mr. Srapres. I think primarily their interest was in Laos and they 
asked us to give whatever information we had on Laos. Now, it so 
happened to ‘coincide with the fact that we had just gotten this report 
in and had decided some several months ago that we were going to go 
into Laos for reasons of information that we had obtained. 

Mr. Farsstrern. Had they asked you for any other report besides 
Laos ? 

Mr. Sraptes. No. 

Mr. Farsstrern. Did it seem peculiar to you that they should sud- 
denly ask for a Lao report in view of the fact that the figures dis- 
closed the story that it does? 

Mr. Srapries. Well, there has been an awful lot of publicity, Mr. 
Farbstein, about the Lao program in the last several months and some 
of that publicity somewhat prompted us to take immediate action, too. 
So I can’t say that it is odd or unique that they would find interest in 
the Lao program. 

Now, that is the only explanation I have. Do you know of any 
others ? 

Mr. Jupp. It is the same reason why we called them before us 2 
months ago. 

Mr. Zastockt. Mrs. Kelly. 

Mrs. Kerry. Mr. Keller, the Comptroller General has released 12 re- 
ports on this program; one on the operation of this program, another 
covering the Army administration of the program, and so forth. These 
two programs on Laos and Vietnam were held up for further negotia- 
tion, as I understand it. 

GAO is the auditing department of the Government responsible to 
Congress, and therefore it 1s up to Congress or the State Department to 
change the polic y. NotGAO. 

In} your review of all of these programs, have you taken issue or gone 
into the method of the import licenses which has caused so much 
trouble in the program ? 

Mr. Ketter. We have examined the import problem in every coun- 
try that we have reported on. 

‘Mrs. Ketty. Then this problem is generally in all countries? 

Mr. Ketirer. I would say this: the situation in Laos is probably 
worse than in other countries. 

Mrs. Ketiy. But that is the method used under this program ? 

Mr. Stap.es. Where commodities are involved, Mrs. Kelly. 

Mrs. Ketiy. That would relate to the basic law in section 413, would 
it not, where it has been the determination of Congress and this com- 
mittee to “encourage private enterprise through priv ate trade,” and 
so forth. We have received from General Services the outline of 
the issuing of these licenses through private channels. Isn’t that 
correct ¢ 

Mr. Srarres. Generally, the overall policy is to encourage private 
enterprise. 

Mrs. Ketty. Therefore, we notified the Government of Laos or 
Vietnam, “You are going to get this.” They turn around and call in 
2,000 importers and the licenses are distributed throughout and that 
is where the trouble is; is that correct? 
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Mr. Stapres. That is right. 

Mrs. Ketiy. Then I think it is the responsibility of our committee 
to change section 413 and I am very glad this has been reported again 
to this committee, because this is the point I have been after for 3 
years, also as a result of the General Services Administration report 
to us on the transportation and the cost. This is the whole problem 
of our MSA and that is why I tried to amend this section. Ninety-five 
percent of MSA procurement and transportation is carried on by the 
foreign nation. 

Have you any suggestion under that or is that not in your depart- 
ment ¢ 

Mr. Srapies. I would say in Laos the situation is a little further 
complicated by the fact that you have such an extensive amount of 
the aid which is given in the form of cash. 

Mrs. Ketiy. Well, could that originate in this country instead of 
through the method we are doing it? Could it be reversed 

Mr. Staptes. The main purpose of this program is not to import 
commodities as such. That is merely a means to an end. The whole 
idea in this program is to get foreign currency so that they can turn 
it over to the Government and pay the wages and the housing, and 
subsistence of the military forces. That is all. 

Mrs. Kexiy. Then you come to the point where there is no control 
in that country. 

Mr. Srapres. That is right. 

Mrs. Keti.y. Or there should be control by the State Department 
or ICA. 

Mr. Sraptes. That is correct. 

Mrs. Ketiy. And therefore the question that ICA is a finance 
agency and is not assuming its own responsibility is the root of th» 
whole evil; isn’t it ? 

Mr. Srapies. That is right. 

Mr. Jupp. Will the gentlelady yield? 

Mrs. Kerry. I yield. 

Mr. Jupp. Since our problem with the military is to get kip to 
them, couldn’t we just buy the kip in Hong Kong and Bangkok? 
Instead of taking dollars in, take kip in. That is what they are pay- 
ing to the troops. 

Mr. Srapues. I thought of that too, Doctor, and the answer I got 
when I suggested it to my staff was, “Let’s not forget that under the 
bilateral agreements, the United States undertakes to follow or ad- 
here to the official exchange rate of all countries.’ 

Mr. Jupp. But let’s not give them dollars. Let’s give them kip. 
We don’t need to say where we got the kip, we just happen to have 
lots of kip. 

Mr. Sraptes. I would say if that can be worked out and the State 
Department does not find any loopholes in it, it would be an ideal 
way. I would much rather buy 100 kips for a dollar. 

(The following has been supplied by the Department of State for 
inclusion in the record at this point :) 


STATE DEPARTMENT COMMENT 


The suggestion that the United States provide the Lao Government with kip 
currency acquired in the Hong Kong or Bangkok markets rather than provid- 
ing aid dollars for support of the military is not feasible. In the first place, 
the legal import into Laos of kip currency is limited by law to nominal amounts. 
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Moreover, it is highly questionable whether kip currency in the amount needed 
for the Lao military could possibly be acquired in these markets, which are 
relatively limited in present or potential size. Additionally, these markets 
presently reflect only a small segment of foreign-exchange transactions and the 
exchange rates prevailing do not reflect the true value of the Lao currency. 

Mrs. Ketuy. There are two rates in the countries. One is official 
and one is legal. Isn’t that correct? 

Mr. Sraries. I wouldn’t call it “illegal,” it is not a black-market 

rate. It is an open rate. Generally, they buy them in Bangkok or 
in Hong Kong, both of which cities are close by, and come in. 

I understand to some extent it can be done in Vientiane. 

There is no prohibition against it. The Government has established 
and pegged the foreign exchange at 35 to 1. 

Mrs. Ketiy. We use the so-called official rate ? 

Mr. Srapies. Very definitely. 

Mr. CarnaHAn. Have rates for other countries been set to a greater 
advantage in the official rate than the United States rate ? 

Mr. Sraptes. In many countries in the Far East that applies. I 
don’t think it is quite as bad though for a time there in Korea it was 
very bad. Where there is a great disparity between the official rate 
and what you might call the actual, realistic value of the local cur- 
rency. 

Mr. Carnanuan. Well, they have official rates for other currencies 
than dollars and is the dollar pretty much discriminated against in 
setting official rates for different countries ? 

Mr. Srapies. I cannot answer that except the origin or the genesis 
of the kip rate, as I understand it, was made in accordance with its 
relation to the French franc, w hich was 350 to 1. In other words back 
in 1955, I think it was then estimated that the kip was 1 to 10, to 
the French franc and therefore would be 35 to 1 to the dollar. 

Mr. Carnauan. Has there been an adjustment in the French cur- 
rency rate since that date ‘ 

Mr. Srapies. It has been devalued. That is right. 

Mr. Carnauan. That is what I was driving at. Have they de- 
valued all of them but dollars? 

Mr. Srarries. But they haven’t adjusted the kip rate, though. 

Mrs. Ketiy. Did we find out where these materials were diverted 
to? 

Mr. Sraries. We weren’t able to find that out directly. You only 
get that information indirectly because you have no records to ex- 
amine, 

Mrs. Ketity. Would you care to tell us where you found it? 

Mr. Srarres. It has been told to us by ICA people that a good part 
of it has been diverted to Bangkok and into Hong Kong. 

Mrs. Ketiy. Any into the hands of the Communists over there? 

Mr. Srapies. It is entirely possible because Hong Kong is a free 
port. 

Mr. Zastockt. Mr. O'Hara 

Mr. O'Hara. Thank you, Mr. Chairman. 

I find on page 3, a statement that ICA has an established pro- 
cedure for generating local currency. Then I find that ICA de 
parted from that established procedure and permitted something in 
this country that resulted in a shocking degree of corruption. 
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I wish to direct my questions to the nature and province of ICA, 
the scope of its authority, and the check on its authority. 

I went into this line of questioning with a revious witness some 
weeks ago. The statement was made that ICA is a financing in- 
stitution. It finances our foreign program. Then I asked, is it an 
agency that is a part of our mutual security program, and the wit- 
ness, and a very distinguished witness, was in some doubt. 

What is your understanding, what is ICA, where does its auth- 
ority begin, where does it end, and who checks on ICA? 

Mr. Sraptes. Well, my own concept of that, Mr. O’Hara, would 
be that ICA is an agency established according to the President’s 
Reorganization Author ity, as the agency to administer the mutual 
security program. 

Mr. O’Hara. Where did it come in strictly as a financing agency? 

Mr. Srartes. Its function happens to be that, in the administration 
of the mutual security program. Its function is that of a financing 
operation, pretty much the same as a bank, 

Mr. O’Hara. When it departed in this instance from its estab- 
lished procedure to permit something else, did it take such action on 
its own initiative and without consulting anyone outside ICA ? 

Mr. Srapues. I think they probably consulted the State Depart- 
ment since the State Dep: urtment is the policy-making unit or agency 
of the Government in the administration of the mutual secur ity 
program. 

Mr. O’Hara. You would say in all probability ICA cleared the 
matter before it departed from established procedure ? 

Mr. Sraptes. I would say so; yes, sir. 

Mr. O’Hara. Was it the responsibility of ICA to watch the op- 
eration under the new procedure followed and to seek to correct or 
at least to report the abuses? And the abuses were shocking. 

Mr. Sraptes. That is their duty and their responsibility, to ad- 
minister that, to administer it as prudently as the circumstances will 
permit. 

Mr. O’Hara. Then if ICA took no action was that following their 
own thought or was that under orders from somebody in the State 
Department ? 

Mr. Srapies. Well, ICA took action in the sense of—from what we 
are told and from what the record indicates—ICA took action, the kind 
of action that was necessary to be taken, which involved diplomatic 
or foreign policy and they were undoubtedly directed by the State 
Department i in whatever lack of finality eventuated. 

Mr. Zantocki. Will the gentleman yield at that point, Mr. O'Hara? 

Mr. O’Hara. Certainly. 

Mr. Zastocki. You state on page 3 that the procedure for generat- 
ing local currency has to be departed from according to the ICA, in 
order to obtain the kips necessary to meet military payments. 

Do you agree that they had to do it? 

Mr. Srapues. I can’t say IL agree. It would be difficult for me to 
say I disagree in view of the objectives of the program, again, which 
are entirely political. 

Mr. Zasiockt. When you say “according to ICA,” that would indi- 

cate you disagree. Does GAO disagree? 

Mr. Srapres. No; we can’t disagree with that because of the motive 
and objective for which it was done. Now, the point is, if somebody 
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said that it is not necessary for the United States to support this mili- 
tary force and therefore not necessary to generate this kip so fast, then 
I would say if they took action like that, we would definitely say they 
were wrong. 

Mr. Zasiocki. Granting it is necessary to maintain the military 
force for security reasons and to obtain local currencies in order to 
pay for that military force, does GAO agree that the steps taken by 

CA were necessary $ 

Mr. Srapres. I can’t say that I agree with that; no. I can’t say 
that I agree that this cash grant business in the manner in which it 
was handled was the best way to do it. I can’t agree that the accept- 
ance of the exchange rate in those terms was a good thing to do. 

However, again ‘T must s say they were influenced, directed, or told 
that nothing could be done about that by the State Department. 

Mr. Zasuockt. If the gentleman will further yield I wonder if the 
committee could receive the thinking of the GAO, as to what alterna- 
tives ICA had. 

Mr. Jupp. Yes; in what other way could they have proceeded ? 

Mr. Farestern. Let me ask in that connection 

Mr. Zasiockt. Excuse me. This is very important. We are all 
concerned with the kip transaction now. 

I certainly appreciate your yielding. 

Mr. O’Hara. I want it fully developed. I think this is most im- 
a 

Mr. Srapies. I don’t think I could answer that, Mr. Chairman, other 
than to say that if they went in for cash grants it should have been on 
a condition whereby they would be able to exercise a reasonable meas- 
ure of control over their utilization. 

Mr. Zasvock1. Would time have permitted it. 

Mr. Srap.es. IT don’t know that time with respect to that particular 
thing was a controlling factor. 

Mr. Jupp. You say here that they told you the normal procedures 
would have been too slow in obtaining the kips. 

Mr. Srapies, That is right, but what I mean, Doctor, is if they had 
to generate local currency through the cash-grant medium, all right, 
but there should have been a very definite understanding on the 
measure of control that ICA would be able to exercise over how those 
cash grants were used. 

Mr. Zas.ockt. Do you agree that any other method than a cash 
grant would have been too slow ? 

Mr. Srapres. It would have been slow. 

Mrs. Ketiy. Whether or not it was too slow would depend upon the 
conditions at the time. 

Mr. Jupp. Then the issue is not the need—but should we have done 
this in the faster way without more agreement in advance as to the 
followthrough ? 

Mr. Sraptes. That is right, 

Mr. Zasiockt. Mr. O’Hara has the floor. 

Mr. O’Hara. Now, I would like to take you to page 6. [Reading:] 


International Cooperation Administration has had a great difficulty in staffing 
the mission. 





How many persons do they have at that place? 
Mr. Srapies. The last count we have on that is in October 1956. We 
are in the process of finalizing our audit work now and that is a point 








24 MUTUAL SECURITY PROGRAM IN LAOS 


1 would like to make clear to all the members of the committee, that 
we are in the middle of an audit and there are some things we haven’t 
nailed down. 

The latest statistics we have is April 1957, They had 84 Americans 
at the mission. They had 175 locals and they had what they called 
local—day laborer s—I don’t know what that means—of 161. 

Mr. O’Hara. How many Americans did they have there? 

Mr. Srartes. Eighty-four. 

Mr. O’Hara. Was that understaffing? 

Mr. Srapzes. I would say it is understafling [security deletion |. 
My own personal opinion would be that they are understaffed, 

Mr. O’Hara. Is it your opinion that if the staff had been larger that 
this corruption would not have crept in and developed as it did? 

Mr. Srapies. No. It would have happened, I believe, just the 
sume. There would have been greater efforts expended. Maybe it 
could have been pointed up more sharply. 

Mr. O’Hara. You must have had a reason for putting in this that 
the ICA was working under the handicap that living conditions in 
that country were bad, they didn’t have housing, they didn’t have edu- 
cational or recreational facilities. What was your reason for putting 
this in? 

Mr. Srapzes. To indicate the difficulties ICA had in administering 
the program. For the sake of being truly objective to both sides. 

Mr. O’Hara. Of course, it is difficult for me to understand why 
ICA should operate as a closed corporation. I have reached the 
conclusion that unless you are in the inner circle you don’t get within 
hailing distance of it. 

Mr. “Sr APLES. Unless you what? 

Mr. O'Hara. You don’t get within hailing distance. I think that 
is pretty generally the impression and I am inclined to think that if 
ICA were more open, that such shocking things as this would not be 
left. to be brought to our attention by missions such as yours. It is 
shocking. 

Mr. Jupp. Will the gentleman yield? 

Mr. O'Hara. I would be very happy to yield. 

Mr. Jupp. This whole matter wasn’t brought to our attentiton orig- 
inally by the General Accounting Office or any outside critics. Both 
ICA and the State Department asked for special meetings of this sub- 
committee to discuss the Laos situation. They told us in the begin- 
ning that it was a gamble, a touch-and-go proposition, and laid it on 
the line that the prospects were not too good, so I don’t think we 
should give the impression that this bad situation was unearthed by 
General Accounting Office. 

Mr. O'Hara. Doctor, I do not wish to be unfair. I took it that this 
was the first time this has been brought to our attention. The report 
we have heard certainly is very recent. 

Mr. Jupp. I think if you will look through the secret hearings of 
our committee last year, the same problem was discussed then. 

Mr. Pucuer. T his has been one of the Appropriations Subcommit- 
tee chairman’s hobbies for 3 years, this thing right here. 

Mr. O'Hara. Thank you very much, Mr. Chairman. 

Mr. Zasiocxt. I wanted to clear up one thing on the figures given 
by Mr. Staples. As I understand it, they are as of April 30,1957. The 
figures presented to our committee, as of December 31, 1957, a total 
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of United States nationals, 102 for Laos, so evidently they have 
increased. 

Mr. Srapies. I would ask a question there, Mr. Chairman. It oc- 
curs to me from reading the draft of our Tokyo office report—our 
Tokyo office said that there was quite a number of people assigned 
there who are on temporary duty. Now, I don’t know whether that 
includes people on temporary duty or whether or not it is permanent 
staff. 

Mr. Zasiockt. Would your number of 84 include those people. 

Mr. Srapues. These are permanent people, or most of them, _ 
right now, during the month of March when our Tokyo office wa 
there, they tell us ‘there was quite a large detail of people there taping 
to clean up an administrative situation within the mission and that 
a number of those people were there on temporary duty. 

I do not know how many but I bring that to your attention. I don’t 
know whether that includes those tempor ary people or how many 
there are. 

Mr. Zastockt. That may very well be the case. 

Mr. Farbstein. 

Mr. Farestern. Has the Accounting Office thought about, or dis- 
cussed the method of handling funds in situations of this type? By 
that, I mean is it fair to possibly give the mutual security law a black 
eye as a result of apparent loose handling of funds, here, where you 
have a ticklish situation [security deletion]. 

You will remember in Iran, when Mossadegh took over it was 
found necessary to suddenly give some money to somebody there in 
order to see that the right things were done to keep Iran from going 
to the Communists. It seems that being handled through ICA in the 
fashion that it is, that ICA or the program unfairly gets a black eye, 
where for reasons of foreign policy, it is determined a certain amount 
of money should be thrown into a given area, for whatever the reason 
may be. I don’t believe it should be attributed to the mutual security 
program, iS either to a special fund of the President, or a special 
fund of some kind, whether it is the counierintelligence agency’s 
fund or something of that nature. Has that thought been discussed, 
has your Office gone into that question ¢ 

Mr, Srapies. Back in 1955, Mr. Farbstein, we issued a report to the 
Congress in which we pointed out that the mutual security program 
as an instrument of foreign policy breaks itself into 2 phases: 1, a defi- 
nite planable economic development program ; and 2, emergency issues 
that came up from time to time which required funds in order to re- 
solve whatever the issue was. 

We said at that time, and we recommended to the Congress, that 
the funds be appropriated in exactly that manner, and with respect 
to the first issue that the fund shall be authorized and appropriated 
according to a very definite plan and that there should be no deviation 
from that plan and that the agency should account strictly to the 
Congress along those lines. 

As to the second, that should be for the emergency fund for the 
use of the President, to be used for whatever purpose he deems 
necessary, and as an instrument of foreign policy use of those funds 
should be reported separately to the Congress every year and that in 
connection with that, the very wide transfer authority which has 
existed in the law should be done away with or at least very substan- 
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tially minimized because therein lies one of your difficulties in get- 
ting a proper accounting of what happens to our money. 

Mr. Farestern. Thank you very much. That is exactly what I 
wanted to hear. 

Mr. Zastocki. Following up your very fine statement and taking 
into consideration our foreign policy and the related objectives and 
the special problems in Laos, do you think that our officials have 
been doing as good a job as they can in administering our aid pro- 
gram in Laos? 

Mr. Srapies. This must necessarily be a mixed answer Mr. Chair- 
man, because the administration of the program is wrapped up with 
your foreign-policy considerations. You can have the best adminis- 
trators in the world, but if they can’t carry out the things they think 
need to be done because of foreign-policy considerations, it is difficult 
to evaluate the program. 

Now, what we attempt to do is to present both sides of a picture to 
the Congress and, in doing that, to point up such deficiencies as we 
find, and in effect to say as we say here in Laos and in a number of 
other countries, “This is a political program. Because it is a politi- 
cal program, it has not been administered as well as it should be.” 

We can’t make the decision because the element of the political 
side of the program is one we can’t evaluate. In the case of Laos, to 
answer your question more directly, our information is that a number 
of personnel at the mission were not considered to be competent. 

There have been many shifts and changes made for reasons other 
than men just serving out their term of duty. We cannot pass on 
the qualifications of those men because they are not here any more. 
They are gone. We can only take the circumstantial evidence and 
say that there is from the evidence every indication that some of the 
people out there were not the most qualified people to do the job in 
administration. 

Mr. Zastockr. You pointed out earlier that it is difficult to recruit 
people out there. 

Mr. Jupp. Does it not follow from that, that the ICA itself evi- 
denced dissatisfaction and was constantly trying to improve it by 
moving one fellow out and getting another man in ? 

Mr. Sraptes. That is correct, Doctor. 

Mr. Jupp. I mean, they were making efforts. 

Mr. Stapies. They were aware of the situation. 

Mr. Zastockt. On page 7 I would like to have something clarified 
for the record under the paragraph “Observations on the administra- 
tive program.” 

After referring to the special problems and the primary objective 
you state that special study groups, special audit and evaluation teams 
have designed a program and made recommendations for improve- 
ment. You have also been told that meetings at high diplomatic levels 
have been held to try to resolve the basic issues contributing to the 
deficiencies and you state that the preservation of the dependency of 
Laos has been a factor. 

Then you say, “As far as we know, progress to date has not been 
satisfactory.” 

Certainly Laos is still independent and is not under Communist rule. 
Mr. Ketter. For example, there has been no currency reform. 
Mr. Pucuer. That is a debatable question, Mr. Chairman. 
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Mr. Zastockti. Because it is a debatable question, I would like to 
have a statement on how he applies the last sentence to the full para- 
graph. 

Mr. Sraptes. To the issues in the preceding sentence. 

Mr. Zasiocki. That is right. Thank you very much. I know that 
others will interpret this paragraph and your last observation includes 
the entire paragraph and that is why I asked the question. 

Mr. O’Hara. I would like to ask one question and I don’t know 
whether the witness is in a position to answer it or not. 

I can appreciate how those in on the loot would be happy, but does 
the witness know the impression of our Government left on the ordi- 
nary people of the country ? 

Mr. Sraptes. I can only answer from what I read in the papers and 
from my conversations with the other citizens—that is about all. 

Mr. O’Hara. You have no personal knowledge of the opinions of 
the people in this country ? 

Mr. Sraries. Only the people I talked to, as would be the case with 
any other public official. 

Mr. O’Hara. What is your opinion ? 

Mr. Sraptes. I haven't been to Laos, if that is what you mean. 

Mr. O’Hara. I am sorry. I thought that you had been in Laos 
recently. 

Mr. Zasiockt. Mr. Judd—— 

Mr. Jupp. In summary, is this a fair way to state the alternatives 
as you see it? Since our foreign policy objective is to maintain the 
independence of that country or at least to deny to our enemies its key 
position as a wedge down between Thailand, Cambodia, and Vietnam, 
our choice was between conditions that were far less than ideal, and 
loss of the country. 

We had to accept some irregularities, or abandon the effort. We 
should never be satisfied with them, but it was inevitable that we 
had to do this or else lose that objective. Do you agree with that or not? 

Mr. Sraptes. I don’t know that I can definitely agree with that, 
because the second part of the objective is a foreign-policy consid- 
eration. 

The State Department maintains we would have lost it. I don’t 
know whether we would have lost it because I can’t agree or disagree 
with it. Wasthe alternative loss of it? 

Could we have taken a stronger foreign-policy position ? 

I do not presume to answer. I cannot agree and neither can I dis- 
agree. 

Mr. Jupp. It is too bad that this so-called economic aid program 
should be saddled with an operation like this in Laos and the one in 
Jordan, for example, which obviously are not economic in nature. 

They are like trying to save a drowning man from going down by 
throwing him whatever you can lay hold on ina hurry. 

Mr. Sraptes. We are faced with the same problem and that is the 
reason why when we look at a program like this we have a responsi- 
bility to examine it, and report it to the Congress. 

The only thing we can do is like we do here on Laos and other 
countries: Report it as a two-side proposition. This is not a political 
proposition. It is being badly administered and probably as part of 
the political situation and we can’t do anything about it, because it 
is not our decision to make. 
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Mr. Jupp. We don’t like these situations because they are bad. But 
I doubt that the Reds would abandon a strategic area just because 
economic conditions are bad. In fact, they like to produce such trou- 
bles, to make it easier to take over. 

May J ask this final question ¢ 

Can you foreshadow or give us a hint as to whether the reports 
on Vietnam and Cambodia which are in the final stages of processing, 
are in general along these same lines? 

Mr. Srapres. No. 

Cambodia is not a good one, and Vietnam has a number of situa- 
tions. You have a refugee program which played a very dominant 
role there. 

Mr. Jupp. When this whole area looked like it was going down in 
1954, and we appropriated $800 million for it without batting an eye, 
we didn’t do it with the idea that we would get an economic return. 
We should remember that. 

Mr. Zastocki. Mr. Carnahan 

Mr. Carnanan.: You said it is being badly administered. You 
mean as an economic program ? 

Mr. Srapries, By the usual standards of administration Mr. Carna- 
han that you and I and every other man would look into in running 
an oper ation or any activ ity. 

Mr. Carnanan. That is perhaps for a foreign-policy program or 
security, and that is a different story. 

Mr. Srapres. That is the complex point of view. 

Mr. CarnAHAN. You are not evaluating it from that point of view ? 

Mr. Srapites. We are reporting it, however. We feel we have a 
responsibility to report it to the Congress. 

Mr. CarnaHANn. But you call it a poorly administered economic pro- 
gram. 

Mr. Srapies. That is right, and bringing out the situation that 
foreign policy pretty much dominates the program. 

Mr. Farssrern. Would you make the statement that you previ- 
ously made in answer to my question—a recommendation on the part 
of the Department, as to the manner in which funds should be 
handled ? 

In other words, if you will recall in answer to one of my questions, 
you gave a statement as to how this money should be treated. 

Mr. Srapies. We have alre: ady made that recommendation. 

Mr. Farssretn. You have made that as a definite recommendation ? 

Mr. Srapres. A definite recommendation made in a report to the 
Congress in June 1955. 

Mr. Farssrern. Would you care to pass an opinion on the addi- 
tional thought that I have, that before any moneys are allocated by 
whoever handled this fund, whether the President or the State De- 
partment; or before any moneys are turned over with that special 
point of view in mind, that there be discussions between the person 
allocating the fund and the chairmen of the Foreign Relations and 
Foreign Affairs Committees ? 

Mr. Srapiys. I think that would be entirely up to the committee. 
An awful lot of discussion goes on, I under hana in closed sessions 
with regard to how much the agency plans to give one country or 
another. 

Mr. Farsstrin. What I mean is this. 
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Do you feel any individual should take the responsibility upon 
himself or that two branches of the Government should make the 
determination ? 

Mr. Srapies. I would like very much to see a much more definite 
program being worked up to and passed on by the congressional 
committee while it is up. 

I assume though, once congressional committees have deliberated 
on it and offered a bill to the floor that they are satisfied with the way 
in which the money is going to be expended or at least the program the 
agency has presented. 

Mr. Zastockt. Mr. Curtis. 

Mr. Curtis. Do you have a recommendation as to how the adminis- 
tration of these programs may be tightened up ? 

May I say, sir, that the Congressional Record or one of the news- 
papers carried a piece the other day about the large number of audi- 
tors and accountants carried on the rolls of the military departments, 
and I asked you whether, in your opinion, further employment of audi- 
tors and accountants by the ICA, to work on these programs in the 
fields would be a proper method of tightening them up ? 

Mr. Srartes. | think that is an aspect of it, Mr. Curtis, bus it is a 
secondary aspect. 

My personal opinion is if there is going to be any tightening up it 
has to be in the legislation; in the manner in which the Congress 
defines the kind of a program that they want. 

Mr. Curtis. Do you think that we are in a position to get the sort 
of detailed justifications on these programs all over the world that - 
the Appropriations Committee gets on local expenditures that we 
know about ? 

Mr. Srapzes. I think you could get more definitive programs than 
you do obtain. 

I must go back to my statement to Mr. Farbstein before and that is 
unless you make some kind of a break between what is for forei 
policy and what is for economic benefit of the world, and it can 
planned and worked out according to a program, I don’t think that 
the Congress or anybody is ever going to get a real sense of order 
in the operation of the program. 

Now, beyond that, you might employ more auditors. It may be de- 
sirable to do more auditing on it, but I think that is the tail that 
wags the dog. 

Mrs. Cuurcn. Would the gentleman yield ? 

Mr. Curtis. I will be glad to yield. 

Mrs. Cxurcn. Kollowing up Mr. Farbstein’s query and your ex- 
cellent suggestion going back to the report of 1955, it would seem to 
me that a distinction should be made between one-shot programs such 
as to save the situation in Iran and programs as they exist in Laos, 
lest there come a tendency to sweep under the rug that the Adminis- 
tration was bad, under the excuse of carrying on foreign policy. 

Mr. Srapties. That is one thing we referred to, and also it is possible 
to have two programs in the same country. It is possible to have a 
situation that calls for something to be done on a crash basis and also 
they can be in the midst of carrying on a regular, planable, economic 
assistance program. 
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Mrs. CHurcu. I can see great danger if the second part of your 
program is so broad to provide excuses where the operation was poor. 

Mr. Stapies. That we have in mind would be controlled by a 
— report to be made by the President or by the agency to the 

ongress at the end of every year in which they would definitely 
account for each instance of the use of special emergency funds. 

Mr. Jupp. In essence, this is what we had in mind, knowing it 
wouldn’t be the complete answer, when we set up the Development 
Loan Fund to handle the ordinary economic business. Special assist- 
ance was for these other programs that couldn’t be justified on an 
economic basis, but were justified on the basis of their importance from 
the standpoint of our foreign policy. 

Mr. Staptes. What you have, Doctor, now is you have the Develop- 
ment Fund, you have defense support, you have a special assistance, 
and you have an emergency fund. 

Now the defense support is supposed to be directed specifically to 
the support of military establishments. In most cases it is my opinion 
that that is a slahahle program because force levels are decided in 
advance and in the absence of any great emergencies, you have pretty 
stable force levels. They may be high, but nevertheless, pretty stable 
and the cost of maintaining that program as against the economic 
incapability of the foreign country is something that can reasonably 
be guessed at in advance, so I think you should be able to make a 
pretty reasonable estimate of how you are going to use that. 

The Development Loan Fund is for the large projects, made to 
countries where we consider that they can pay it back. The special 
assistance program is apparently intended, or the special funds to the 
President are apparently intended for economic development in those 
countries where for one reason or another, they either can’t expect 
to be repaid or it wouldn’t do any good if they could. 

Now your emergency fund is the emergency fund but you still have 
this transfer business. You have no reason to believe that the amounts 
that are appropriated for military assistance or for defense support 
won't wind up somewhere else. 

You have the point 4 program, also, on which I have no adverse 
comment at all. 

A goodly part of that operation is planable and yet you have a 
certain transfer authority in there in several different sections. 

Mr. Jupp. What would you call what we have been talking about 
where we authorize grants—not strictly for emergencies, they may 
last quite awhile. As you say, this Laos situation will not be cleaned 
up in the near future—unless the Communists wgye just to lie down, 
which they are not going to do. 

There is no reason for our being out there at all except for the 
Communist threat all over the world. What would you call this kind 
of aid, if you were to set up a separate category ? 

Mr. Srarres. At the present time I would look at Laos as being a 
planable program. 

Mr. Farssrein. Planable all the way down? 

Mr. Srapies. Planable at least a year in advance, anyway. We 
don’t know what next year will bring but it is a political program 
nevertheless. 

Mr. Jupp. You have planable political programs and planable eco- 
nomic programs ? 
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Mr. Carnanan. Perhaps it is a planned program because of the 
ones we have had during the last year or two. Would you say it isa 
parallel situation to Iran ? 

Mr. Srapies I wouldn’t say exactly ; no. 

Mr. CarNnAHAN. You say the activities in recent years have brought 
nearer the final program ? 

Mr. Srartes. As these so-called emergencies—and it is no longer 
an emergency in Laos, it is pretty much of a steady thing and I think 
it can be planned. The situation that arose in Iran was definitely a 
crash program. With the fall of the Mossadegh government, some- 
thing had to be done. For a certain length of time that was an emer- 

ency. 
Mr. Faresrern. Mr. Staples, you realize when you say this is not a 
planable program you are condemning the manner in which this pro- 
gram has been carried out, the last year ? 

Mr. Sraptes Weare not condemning it. 

Mr. Farssterin. Your wordsimply that. You say it is not a political 
program. If it isa proper program, it should be properly carried out 
and it hasn’t been carried out. Therefore, you are condemning who- 
ever carried it out. 

Mr. Srartes. We are not saying it isa planable program. 

Mr. Farsstrern. That very question was asked. 

Mr. Srartes. I believe this is a planable program now. Was it a 
er program last year? When you get me to talking about the 

rst year or second era think it was a planable program. 

Mr. Farestetn. Allright. Thatisananswer. ‘Then the indication 
I mentioned a moment ago still stands. 

Whoever had the duty to carry out that program didn’t carry it 
out properly. Or to put it more positively, they carried it out in an 
improper fashion and in a very loose manner. 

Mr. Zasiocki. Before any other members leave, I think we should 
clear up how the paper marked “Secret” is going to be handled. It is 
the policy of the committee that papers do not leave the room but I 
see no objection if proper precautions are taken. 

Mr. Pitcuer. I know mine by heart. 

Mr. Zas.tocki. Much of this has been available to us. 

Mr. Pitcuer. I see nothing secret in it. There is not a newspaper 
in the country that hasn’t printed most of it. 

Mr. Jupp. I would like to have some discussion from the agencies. 
Otherwise we have heard condemnations of them without opportunity 
to be heard. 

Mr. Zastocki. We will hear the agencies. Mrs. Kelly has a 
question. 

Mrs. Ketiy. I just want to turn to page 8 where it says that investi- 
gation disclosed an “interest in certain importing firms.” 

When this money is put in the bank in the United States, to the 
credit of the foreign government 

Mr. Srartes. It is placed to the credit of the foreign government. 

Mrs. Ketty. Have we no control over that, at that point ? 

Mr. Srartes. Generally not ; no. 

Mrs. Ketty. No one has control over it? The Government deposits 
it in the foreign government’s name at that point and we cannot 
control it ? 

Mr. Srartes. That is right. 
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Mrs. Ketxy. Do these importing firms crop up in this situation in 
other countries you have been investigating? Where there is a tieup 
with the local government ? 

Mr. Srarues. I think that is not an uncommon thing in that part 
of the world. 

Mrs. Ketiy. This importing company in X country ties up with an 
exporting company in the United States. 

Mr. Srapres. It may not be in the United States. It may be in 
Hong Kong or some place else. 

Mrs. Keity. Was there any attempt to not permit those companies 
to continue in business ? 

Mr. Sraptes. They tried to blacklist them. 

Mrs. Ketry. There is a blacklist. 

Mr. Srapies. There was a kind of informal blacklist. 

Mrs. Ketxiy. Before that money is deposited in the bank, couldn’t 
ICA deny credit if the name appeared on the blacklist. 

Mr. Srarres. In the cash grants it hasn’t been truly effective in 
Laos, for this reason: While the Laos Government established a desig- 
nated body to whom all import applications were to be made, there 
were evidences of circumvention of that in the sense that import appli- 
cations were approved by high officials of the Government, direct, and 
circumvented and not passed on through this designated body, and in 
that way an importer obtaining his import license from the head of a 
ministry, he would be able to go ahead and import and it wouldn’t be 
subject to the review that is given to it by this designated body. 

It is called the National Committee on Export and Imports. 

Mrs. Ketiy. When that importing company then moves the com- 
modity to the country, there is no control over it, whether it is free 
channels of trade or under 50-50 cargo, or anything else. 

Mr. Srapies. No, ma’am. 

Mr. Zasiockt. Thank you, Mr. Keller and Mr. Staples. 

In your statement you say the release of the Laos report depends on 
the review of and comments of ICA. 

Mr. Srapres. That is right. I hope to get a fairly expedient job 
this time. 

Mr. Zasiockt. Would it be too much to expect that we would have 
that report prior to the consideration of the bill on the floor by 
Congress? 

Mr. Sraptes. I think it would be, Mr. Chairman; yes. 

Mr. Zarntockt. Therefore, I wonder if we could have further ampli- 
fication. For example, on page 11, the road construction, where you 
state that the execution of contracts with three separate firms caused 
an overlapping of functions. 

In this case could we have a little more detail? I presume you did 
look into the negotiations and letting of contracts for roadbuilding; 
did you not? That is how you found out there were three separate 
firms that were granted contracts ? 

Mr. Sraptes. That is right. 

Mr. Zanvockt. Could we have further information on that so we 
could use it on the floor ? 

Mr. Srartes. I think we could do that. 

Mr. Zastockt. And we will instruct the staff to submit later requests 
for information. 
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Mr. Jupp. Along the same line, on page 10 halfway through the 
paragraph you say: 


Of the relatively few inspections made, several evidenced unsatisfactory use of 
ICA-financed goods. 

Then you say, “improprieties.” If you can give some examples of 
each, it would be very helpful. 

Mr. Zasvocki. Thank you, Mr. Staples and Mr. Keller. 

The committee will be delighted to hear the former Ambassador to 
Laos, Mr. J. Graham Parsons, and Dr. Raymond Moyer. 

Since you have heard the discussion of the last 2 hours, you perhaps 
have the answers ready to give us in reply. I know you do not have 
a prepared statement because this was quite suddenly brought upon 
you. Wedeeply appreciate your coming. 


STATEMENT OF HON. J. GRAHAM PARSONS, DEPUTY ASSISTANT 
SECRETARY OF STATE FOR FAR EASTERN AFFAIRS 


Mr. Zasiocki. Secretary Parsons, you may proceed as you wish. I 
know you do not have a prepared statement. This call was rather 
sudden and we appreciate your coming on short notice. 

Mr. Parsons. It is a pleasure to be here. This is not the first time 
I have testified on Laos and I have enjoyed very much listening to 
the discussion this afternoon. There were certain questions brought 
up on which, if the opportunity arises, I would like to express my point 
of view. 

Mr. Zasiockt. May I suggest that you present your point of view 
on the basis of the questions asked earlier. 

Mr. Parsons. If I can remember some of them offhand, I should 
be glad to. 

I would like to say first of all that the General Accounting Office 
draft report had not been seen in the Department until, I believe, this 
morning. I saw it just as I was going to lunch. I am quite sure that 
our Department would like to offer additional information and com- 
ments to the GAO. 

I feel, on the basis of the quick glance that I had at the report, a 
quite remarkable job has been done by people whose time was neces- 
sarily limited, on the spot in Vientiane and who are not personally 
familiar with the program which they were studying. 

However, I do think that the State Department and I presume ICA, 
would feel the same way, that we who have been living with this 
problem for some years would have some additional information and 
points of view to contribute. 

If I may take a moment or two to speak of the broader political 
aspects of this problem. It has been mentioned several times during 
the afternoon—many more that several times—that lots of things 
that were done in Laos were done for political policy reasons. 

Therefore, I would like to just briefly summarize where the situa- 
tion was a couple of years ago and where it is as of today, May 7. 

Two years ago, Laos, which is on the frontier of the Communist 
world, was afflicted with active warfare. Most of two provinces of 
the country were occupied by Pathet Lao forces supported by the 
Vietminh and the Communist Chinese. 
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Last November that war came to an end as a result of protracted 
negotiations. The two provinces were restored. The army of the 
Communist Pathet Lao was disbanded except for two units, which 
Mr. Pilcher mentioned much earlier in the afternoon. Those units 
which have been carefully handled in the meantime, are now part of 
the Royal Army and are kept at separate selected locations. They 
include a relatively small number of men. 

The price of that agreement was to bring Pathet Lao into the 
Government, the Minister of Plans and the Minister of Religion. 

Elections were to be held on the 4th of May of this year and they 
were held. We do not have the final results yet. We have no authori- 
tative information from United States sources but we have been given 
information which is said to be official on the early results on the 
first 15 of the 21 seats at stake. If this information is confirmd, the 
Communist Pathet Lao will have won only 2 out of the 15 seats. 

They had 4 outstanding leaders, 1 of them Prince Souphanouvong, 
the half-brother of the Prime Minister. He has won his seat in Vien- 
tiane, as everybody expected he would. 

Of the 3 other top leaders of the Pathet Lao, 2 appear to have been 
defeated, and the fate of the fourth one is not known. 

Our information also indicates that in the former Communist-held 
Province of Samneua, where their influence was supposed to be strong- 
est, the Pathet Lao candidate is being defeated. We don’t have any 
reports yet in the other former Communist-held Province. 

We can hope, therefore, if this information is accurate, that the 
results of the election will be such that only 3 or 4 Communists out of 
the 59 seats in the full legislature will be held by former Pathet Lao 
people, whom we have to regard as Communists. We therefore have 
some basis for hoping that when the present Government resigns, as 
it is committed to do after the elections, a government may be formed 
which does not include Communists. If that comes about, the situation 
in Laos will have arrived at a point where the fighting has been ended, 
the Communists have been rolled back in the two Provinces, the Com- 
munists will have been eliminated from the Government, and Laos 
will be united and independent. It is also a country which has no 
Soviet, Communist Chinese, or other Communist bloc diplomatic rep- 
resentation, and a country which has not as yet accepted any aid from 
Communists. 

If this is the situation—and I hope I am not overconfident when I 
express some confident optimism—if this is the situation in Laos, it 
will be due, in part, to our aid and will, I hope, indicate, in part, what 
you gentlemen and the rest of us will have received in value for our 
aid money. It is not all, of course, that we will have done with that 
money, because we have brought aid of various kinds to the people 
of Laos; but the main point is that the integrity and independence of 
Laos in the free world will have been preserved. It may be also that 
we will have arrived at a point where we can reduce the costs to the 
taxpayer in the future. 

In this connection, key personalities in Laos have long recognized 
that when more orderly conditions return the size of the army can be 
very materially reduced. 

The present strength [security deletion] that we inherited from the 
French might be reduced substantially in a year or so if the situation 
permits. 
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The exchange rate problem, as has been mentioned, remains with us. 

On March 31 of this year, 18 days after this investigation by the 
GAO in Vientiane was finished, we obtained from the Lao Govern- 
ment a commitment that any additional cash-grant dollars which we 
sold to the Lao for kip would not be used by them for any purpose 
prior to our agreement on monetary reform on the basis of negotia- 
tions to be held in June. 

In the meantime, the dollars would remain blocked in the Lao Gov- 
ernment account in New York and they have been so blocked. 

We have instructed our Embassy in Vientiane, as of last week, in 
anticipation of the May 4 elections, to ascertain whether we could 
resume negotiations on the 2d of June. I personally think that that 
is too soon; that there may be quite a protracted domestic political 
crisis before a new government is formed. However, I am hopeful 
that we can resume those negotiations in June, and it is quite obvious 
that our negotiators will have strong incentives for seeking an equi- 
table arrangement. 

I can also point out in connection with the import licensing abuses 
that even though the dollars spent to finance imports were dollars to 
which the Lao Government had title, we succeeded last November in 
bringing abrupt halt to the squandering of such dollars as a result of 
licenses issued contrary to agreements with us. Following that halt 
to the outflow of dollars our USOM Director succeeded in negoti- 
ating a procedural arrangement with the Minister of Economy under 
which any proposal to import goods must have attached to it the signa- 
ture of the representative of the USOM before the Minister of Econ- 
omy will issue the licenses for importations. 

Up until the time I left Laos, February 8, there had been no abuses, 
no violations of that agreement. I have heard of none since that time. 

Those are just a few thoughts that I hope will put some of these 
problems into a broader perspective. 

I would like to add just one other observation. 

I was very happy to hear Mr. Farbstein bring out the question of 
responsibility of USOM officers for doing things for purposes which 
were more directly related to a political program of action, a foreign- 
policy objective, than they were to an economic program of assistance. 

Now, I know of no USOM official in Laos who has gone beyond 
the limits of the legislation which the Congress has passed, but I do 
feel that in cases where the judgment has been made and decisions 
have been an important consideration and where the Ambassador in 
the field or the State Department or Washington agencies may have 
been interested I do think it is unfair for the USOM Director and 
his personnel to be singled out for criticism. In such cases, what was 
done may have been done for reasons which were beyond his scope 
of responsibility and I think if some solution can be found—one such 
solution was suggested by Mr. Staples; no doubt you gentlemen have 
other solutions in mind—if some such solution can be found, it would 
prevent the danger of both an injustice to conscientious officials and 
also would make it clearer to everyone, including our own people, 
just what the purpose of the aid money was, what we were using it 
for and why. 

Mr. Zas.ockt. There will be questions of the former Ambassador, 
Secretary Parsons. 


| 
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It would expedite the presentation if we have Dr. Moyer and Mr. 
dePaul make statements. They may answer some of the questions 
before they are asked. 

Dr. Moyer. 


STATEMENT OF DR. RAYMOND T. MOYER, REGIONAL DIRECTOR, 
OFFICE OF FAR EASTERN OPERATIONS, ICA 


Dr. Moyer. I have no prepared statement, but I have been going 
over in my mind a few things that I might say. 

I would say, as did Secretary Parsons, I have appreciated listen- 
ing to the statements that have been made and I think that all of us 
who are familiar with the situation would agree generally with the 
outlines of the difficulties that have been brought out in this report. 

I would certainly personally agree, and I believe we all would, 
that the results from efforts that have been made to correct it have 
not been satisfactory to any of us. I think that they have been 
generous in their statement of what we have tried to do and of the 
difficulties that have confronted us. 

I suppose the natural question is, Is there more that we could have 
done, and what is there that we could have done that we haven’t 
done? 

Undoubtedly, things could be thought of, but I thought it might 

ossibly be of interest to just sketch, without going into detail, some 
of the problems as they developed, and the major outlines of the 
steps that we did take, trying to deal with these problems. The first, 
of course, as was brought out, was that we had to meet a payroll of an 
army, to put it in very simple terms. This was inherited i the Lao 
Government. Pay scales were fixed; those troops had been incor- 
porated in the French Union forces, as I understand it; pay scales 
were higher than almost anywhere else in Asia, although that is a 
problem common to Cambodia, Vietnam, and Laos; the whole area 

reviously controlled by the French. There was no chance at least 
immediately of changing pay scales. The exchange rate was estab- 
lished. These were things that were there. We had somehow 
quickly to find a means of helping them to support the army. 

There was no importing community. Laos had been a part of 
Indochina; their imports had come in through Saigon; there were 
practically no merchants or normal importers; channels of transporta- 
tion were disrupted or extremely difficult. We found no other way 
of getting the money quickly than by the use of cash grants. 

Then there came the problem of how we controlled and kept tab of 
this money turned over for military budget support. This was an 
unusual situation. There is no other country where we don’t have a 
MAAG that doesn’t perform this function. Due to the peculiarities 
of the situation, a MAAG was impossible. 

It was decided to set up this civilian body [security deletion] the 
Program Evaluation Office. This took a little time to work out, as 
has been mentioned, and also to recruit. One of the big problems from 
the beginning was this whole problem of recruitment. I might just 
mention, by way of illustration, that at the beginning our director 
lived in a tent and our office was housed in a tent. You can get 
a few people to do that kind of thing and live under those conditions, 
but you can’t get as many as you need. This was an extremely diffi- 
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cult part of our problem in the early days of the program, and it still 
is not completely solved. The situation there is vastly improved, but 
it isn’t yet easy to get the kind of men in the numbers we need. There 
have been a lot of misfits and a number of changes have been made, and 
sometimes painful adjustments going with it. 

Well, all through this earlier period we began to see that there would 
be difficulties in h: indling the imports. We had the agreements Am- 
bassador Parsons has referred to. We had an agreement they would 
not use these cash dollars except in consultation and agreement with 
us. But when it came to issuing import licenses, irregularities devel- 
oped. 

| Security deletion. | 

Our first effort was to try to [secur ity deletion | deal with these ir- 
regularities directly. We thought that by putting in controls or help- 
ing the Lao Government put in controls, we could stop it, and we 
brought in the Howell contract group to help them set up the neces- 

sary offices and controls, to learn prices, and to enforce proper pricing 
in the import licensing, and so on, and we took several other steps of 
this kind, but [security deletion] results were not what we had hoped 
for. We began seeing more and more that this approach probably 
would not be adequate and that the basic problem was the unrealistic 
exchange rate. 

Yet, this was not an easy conclusion to come to. There were 
economic doubts [security deletion]. The French had put in a 
devaluation not long before; it had backfired, and everybody was 
very cautious about another devaluation. There were also political 
difficulties [secur ity deletion | in a devaluation. 

It wasn’t until toward the end of 1956, when we began coming 
more clearly to see that probably we couldn’t get at the problem 
without getting at its fundamental cause, this exchange-rate matter. 
This was discussed intensively in Washington, in the NAC, and 
in working groups including State, Treasury, and ourselves. We 
went into this question in great detail and care to see whether there 
was another way or whether solution to the problem required mone- 
tary reform. 

In the meantime [security deletion] the International Monetary 
Fund sent a team to Laos to examine into this whole exchange rate 
problem [security deletion }. 

I might say there was a difference of opinion among the experts. 
They weren’t all of one mind, which certainly didn’t make it easier 
to come to a conclusion. But we increasingly did come to a conclusion 
and, by the summer of 1957, the late summer, I guess it was, when 
Ambassador Parsons came back on consultation, we called back our 
Director of Mission; and everybody concerned spent a week—we 
practically locked ourselves up—and worked out the outlines of a 
United States position on this whole matter. 

That was refined, and eventually Ambassador Parsons submitted 
it to the Lao Government, I guess about the first part of November 
or somewhere in there. 

Well the question has been under negotiation since [security dele- 
tion] and the problem is not yet resolved. 

I would like in this outline way to sketch some of the problems we 
encountered and steps we did try to take to deal with them. 
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Thank you. 

Mr. Zasiocki. Mr. dePaul is the Deputy Assistant to the Director 
for Liaison, ICA, and former Chief of USOM at Laos. We thought 
he might give very valuable information on the program. 


STATEMENT OF CARTER dePAUL, DEPUTY ASSISTANT TO THE 
DIRECTOR FOR LIAISON, ICA, AND FORMER CHIEF, USOM, LAOS 


Mr. pePaut. I was in Laos as the USOM Director from January 
1, 1955, until July 1957, a period of about 21% years. 

During that period, we experienced a gre: at many problems, as has 
been brought out, today. 

I think Ambassador Parsons and Dr. Moyer have very ably 
covered the broad outlines of the situation. There is very little I 
could add in a summary statement. 

I could, perhaps, answer some detailed questions of a factual 
nature. 

I would like to emphasize, however, very briefly, that the problem 
we faced, particularly those 2 or 3 people who arrived in Laos on 
January 2, 1955, involved meeting a payroll at that time of approxi- 
mately $3 million a month. As you have heard, we inherited from the 
French the support of a Lao Army consisting of about 32,000 men. 
This was not our creation, but we were informed that it was United 
States policy y that this army should be continued in being at least for 
thetime. Those were our instructions. 

There was a small police force, and we rapidly undertook a pro- 
gram to develop that force for internal security reasons. We had 
other programs already underway, which had been started under the 
aegis of the Saigon mission. This program was not begun in 1955. 
It began in 1951. I believe Dr. Moyer was instrumental in setting up 
the aid program for Indochina as a whole. 

Two important factors here, I think, are of interest. 

On this date, Laos became, for all practical purposes, a sovereign 
economic entity. 

Mr. Jupp. Which day ? 

Mr. pePauu. January 1, 1955. 

There was an abrupt break with the past. For the first time it 
became a country. It was empowered to issue its own currency. It 
took quite a while to issue it, but they were planning their economic 
affairs, and for the first time in history, Laos became an importing 
nation. 

Before this, they had operated as the northern section of Indochina, 
which was an economic entity unto itself, and for which most of the 
economic management was performed by the French. 

Laos then found itself freed from colonial rule and given the total 
responsibilities not only of a sovereign, independent nation but of a 
sovereign nation that is dealing bilaterally with the United States 
and finds itself the recipient of a substantial aid program. 

I think that is the essential fact that lies behind many of these 
problems. A country suddenly, on January 1, 1955, must begin to 
import, must begin to issue its own currency, create a department of 
foreign commerce, create all of the legal, administrative, and institu- 
tional mechanisms that are necessary to the functioning of a commer- 
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cial process. These mechanisms did not exist in any way, shape, or 
form except in a very embryonic state. People had titles, perhaps. 

We helped them create these institutions. I personally helped them 
create the Import-Export Commission. I sat with that Commission 
at every session it held for 6 months or longer, and then I turned 
that job over to other people in the mission who had by that time 
arrived to take up their duties. Someone from ICA sat with that 
Commission at every meeting it held from the day it was created. We 
tried to help them create their mechanisms, their procedures, their 
philosophy of operation, to write the laws, to establish themselves as 
a going concern. 

"This, as you can imagine, was extremely difficult because of the lack 
of trained people. 

Where would people in Laos, no matter how responsible or intelli- 
gent, have received a training in the management of imports? This 
was a function never before performed. 

Similarly, they created, about this time, a central bank, for the first 
time in the history of the country. 

Where in Laos do you find a banker? A country which never here- 
tofore has had a bank ? 

These were problems of a serious nature, and they were very real to 
us in attempting to bring the Lao Government up to a par of perform- 
ance where we could deal with it effectively. 

These problems are still with us, although I think substantial 
progress has been made. 

That is one phase of the background. I think the other important 
phase has to do with the Lao Army which, as I say, was inherited from 
the French. We found it necessary and desirable and advisable to keep 
this army in operation. I say “we.” I refer to basic national United 
States policy. Not made by USOM, but arrived at as a consensus of 
the United States Government. 

This required inordinant expenditures. The cost of the Lao ae 
ishigh. It is as high as the cost per man of other armies in the ar 
Cambodia and Vietnam. 

All of these were armies inherited from the French and we did 
not find it advisable to cut the pay of the army. That has been a 
problem since the very beginning and has received a great deal of 
attention and investigation. 

The fact remains that the costs are determined elsewhere than in 
ICA and we are responsible for meeting this payroll as given. 

Mr. ZAsLocki. Do you mean it is the cost of a Lao soldier? That is 
$1,000 per year cost to maintain them ? 

You say you are carrying on something that is inherited from the 
French. That is not really a satisfactory answer. As I pointed out 
earlier, the world figure is $840, average. The staff has handed me a 
note that the thousand-dollar figure includes a figure similar to the 
maintenance average of $848 and the mutual- security cost average 
of $470 per man. Now, you haven’t thus far justified the differential. 

Mr. Jupp. Would you yield at that point, Mr. Chairman? 

Mr. Zariockt. The average cost I understand would be $1,318. 

Mr. Jupp. A comparable figure for the $1,000 for Laos would be 
$1.318 worldwide. 

Mr. Hitz. The figure in the report shows so much per man for 
maintenace. That is what the foreign government usually puts up. 
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The report also shows a figure for what our mutual-security funds 
supplied. You add the two together and you should get a total figure 
which would compare roughly with the $1,000. 

Mr. Jupp. We are paying the whole works in Laos. In other 
places we are paying only so much 

Mr. Hitz. We are only paying an average of $470 a month, world- 
wide. 

Mr. Zastocki. How did that figure of $1,000 compare with the 
figure of $424 for Greece on that chart on page 26, or $302 for Korea ? 

Mr. Hitz. The $424 for Greece, to that would be added an average 
cost of $470 and this average may not be true with respect to Greece. 
You should add the $470 to this figure. 

Mr. Jupp. It would be $894. 

Mr. Hiw. The $1,318 would be a wor ldwide figure. 

Mr. Zasiockt. This chart on page 26 is misleading. 

Mr Hitt That shows only one aspect of this $1,000 figure This is 

the amount usually put up by the country, itself. To that is added 
what we put up. 
* Mr. pePaut. Mr. Chairman, I think I could shed some light on 
this. Apologizing for the fact that the USOM Director is not 
normally an authority on military cost figures, we have instigated 
and encouraged studies of these cost elements over the years. I have 
seen studies of this kind going back as far as 1953 in Vietnam. These 
figures have been looked at very carefully by military authorities and 
I believe by the State Department, and have been the subject of a great 
deal of study. 

‘There are some features of the Laos military support program 
which are exceptional. In the first place, as Dr. Judd has mentioned, 
it is only in Laos that we pay the entire cost of the Laos military 
budget. Every conceivable item that goes into that budget is paid for 
by the United States, including the military hard xoods 

Mr. Jupp. Is that because the French paid it all previously ? 

Mr. pePaut. Yes. 

Mr. Jupp. The Lao have never contributed anything to that cost. 

Mr. pePaun. They never have. The army was created by the 
French and was a part of the French Union Forces and we inherited 
its benefits and its costs on January 1, 1955. 

The level of salary and allowances is not unique to Laos. This is 
part of a common pay scale that was applied to all of Indochina. I 
think there have been some changes since that time. The various 
governments of Indochina, Cambodia, Laos, and Vietnam perhaps 
made slight adjustments in their respective pay scales, but I don’t 
think there has been a great divergence. You will find the man cost 
of the total budget higher in Laos because of the fact that it is only 
here that we support the entire milit: ary budget. 

The pay and allowance and maintenance factor is perhaps of the 
order of magnitude of 50 percent of the total expenditure that we 
make and the rest of our money goes for other items than personal 
maintenance of the soldier. That may perhaps shed some light on the 
question. 

Mr. Zasiockt. Based upon what our staff has called to my atten- 
tion, there is an average of $470 to be added to the figures on the chart 
in our report. That brings the world average much closed. It is 
$300 more or less. That figure of $1,000 is still a pretty high figure. 
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Mr. p—EPaut. May I add one point that I think is quite important 
here? We have discussed the exchange rate problem and I think we 
are all aware of the importance of that question throughout the econ- 
omy. All of these calculations are translated from a Lao kip budget 
into dollars at the rate of 35 tol. That rate, I think we all agree, is 
not a rate representative of the true cost relationship. I am unable 
at this time to say what a true rate, a realistic rate, a representative 
rate would be, but I think we can safely say that the correct rate to 
use in these calculations is something other than and substantially 
different from the 35. If, for example, we talked about a rate of, let 
us say, 70, we would find that instead of $1,000 we were to a large 
extent talking about a cost of $500. Not entirely, because some of 
these items are imported and foreign exchange cost would not change 
with a change in the rate, but we do have an element of distortion here 
that is indeterminate that I think throws off any meaningful com- 
parison at this time. 

Mr. Zaniocki. While we are discussing the military budget and the 
Lao cost of the Lao soldier, with the permission of the subcommittee 
I would like to ask for clarification relative to the statement of the 
GAO, on page 11, that “Although in 1956 Laos agreed to reduce its 
army to the stipulated level, the Mission had no reliable means of 
determining its strength.” 

If you had no reliable means of determining the strength of the 
Lao Army, how could you come to a figure that you paid to them or the 
United States paid to them ? 

Mr. pePavt. I would like to discuss that and some related matters 
if I may go off the record. I have to use classified information. 

Mr. Zastockt. This is an executive session. It is all on the record. 

Mr. pePaut. What I have to say here should remain classified as 
secret. 

Mr. Zaniockti. It may go off the record. This will not be published. 
Off the record. 

(Statement off the record. ) 

Mr. Farestern. Can’t that go on the record ? 

Mr. pEPaut. Yes. 

We did not create these anomalies on January 1, 1955. We in- 
herited something that had gone on for some time during the war years 
in Indochina—and this is on the record, of course—we inherited the 
situation in a different form. It was decided that on this date we 
would end the process of delivering aid to the military forces of Indo- 
china through the French, and that we would start immediately deliv- 
ering the aid necessary to keep these armies in being through the newly 
independent governments of Cambodia, Laos, and Vietnam. This 
was an abrupt change in our method of operation because for the first 
time we found ourselves bilaterally related to the Lao Government, 
and to the other governments, in handling a massive aid program 
where previously our bilateral aid program had been a modest tech- 
nical cooperation and economic assistance program. 

You might say the aid delivered to Laos directly in previous years— 
I have no accurate figures, but it was of the order of magnitude of 1 
or perhaps 1.5 million dollars. As of January 1, 1955, we began operat- 
ing at an annual level of approximately $40 million to $50 million. 
And this is the operation that threw this tremendous strain upon the 
administrative and 
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Mr. Faresrern. Let me interrupt. Will you explain the change, for 
the record ? 

Mr. pePavt. I believe this is on the record. 

Mr. Farestern. What is not on the record is the fact that actually 
we had spent as much money previously in that area but not directly 
to the Lao Government. 

Mr. pePavt. For the years 1953 and 1954, perhaps—these are the 
years during which the armies of Indochina were built up, I think, 
under the Navarre plan—during those years the United States deliv- 
ered very extensive financial support for this military operation, but 
delivered it through the intermediary of the French Government. In 
other words, the French were the operators in the field. They handled 
the money, they did everything that needed to be done in the field, in 
Indochina. We in turn were reimbursing the French through our 
bilateral relationship with France. But in essence we were performin 
the same kind of an operation except through a third country, an 
we did not experience the difficulties inherent in delivering aid of this 
magnitude to the local governments directly in the newly independent 
States of Indochina. 

‘This change created a series of problems many of which we have dis- 
cussed here today. But the element of cash-grant dollars being used 
for military support was not originated at this time but simply was a 
transformation of a financial mechanism that had been in use for 
some years previously in a different form and through a different series 
of binational relationships. 

Mr. Zastocki. Are there any questions? 

Mr. Farsstern. Supposing, Mr. Chairman, you suggest Mr. dePaul 
take this statement—have you read this statement, Mr. dePaul ? 

Mr. peEPavt. No, sir; I have not read that statement. I have heard 
it read here. 

Mr. Farestetn. There are certain questions that have been raised, 
and I think if those questions were answered without our putting them 
to him we perhaps might, if it is possible to have these things clarified, 
that could be done. 

Mr. Zasvockt. I think for the benefit of the people from GAO who 
are anxious to receive some of the answers without a delay of 6 months, 
we could very rapidly ask the questions and get brief answers. It 
would help everybody concerned. There are some I thought I would 
like to ask rather than just hand this over to the Department to an- 
swer without GAO having the benefit of an answer for the next 6 
months—I am not agreeing that they won’t get them by then. 

Mr. Jupp. On page 1 it says they submitted their report in July 
1957. The agencies’ comments were not received until January 1958, 
so they did take 6 months then. 

Mr. Zastockt. Since I have asked so many questions, I defer to 
the members. 

Mr. Jupp. On page 10 you will remember, Mr. Secretary, GAO 
says: 


At the time of our field examination, no end-use inspections were being made, 
principally because the Embassy had restricted ICA mission representatives 
from contacting Lao nationals. 

What is the background of that? 

Mr. Parsons. I was not there but I can speculate on it. I recall 
one time when the Lao Government expressed concern about Ameri- 
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cans traveling in remote areas of Laos where the situation was deli- 
cate and asked that we not send our people so freely around without 
their knowledge or approval. The fact is that in March of this year 
the country was in the middle of a crucial election campaign. The 
Communists were charging, even earlier than March, that all the 
Royal Government had done was to change the French masters for 
the new American imperialists, and as proof of that pointed to for- 
eigners roaming around all over Laos looking into Lao business and 
the affairs of the Lao Government. This, they charged, proved that 
Laos was again a colony, was about to become a military base of the 
American imperialists to attack the Communists and start world 
war III, and so on. 

I would suspect that the Lao Government may have appealed to 
the Embassy and that the Embassy, recognizing the acute political 
problem, agreed for the moment to pull these people back, but only I 
should think for a very limited period. 

Mr. Jupp. Was the idea that they didn’t want to be charged with 
Americans influencing the election ? 

Mr. Parsons. They didn’t want to have introduced into the cam- 
paign the election issue which could be exploited by the Communists. 

Mr. Jupp. Maybe Mr. Moyer would have something to say on that, 
because you doubtless know of the time that was referred to by the 
GAO as to when the Embassy restricted personnel. 

Mr. Farsstern. Perhaps you should fix dates. 

Dr. Moyer. Some staff members of the GAO called me this morn- 
ing, I guess it was, and read me this over the phone. I simply was 
not informed that this had taken place [security deletion] and I 
questioned whether this was entirely factually accurate. I don’t 
know any more than what Ambassador Parsons has said. 

Mr. Jupp. We ought to ascertain from GAO the source of their 
information. 

Also I would like to know what is meant by contacting Lao na- 
tionalists. Does that mean just the general public, out in the 
hinterland, as you have suggested, or does that mean that the ICA 
mission representatives were denied free access to Government 
officials ? 

Mr. Sraptes. We are looking that up right here in our draft 
report. 

Mr. Zastockr. Mr. dePaul. 

Mr. pveEPavut. Mr. Chairman, may I comment on that. This is a 
problem with which I am very familiar, and rather painfully familiar. 

First of all, you have the question the Ambassador has brought out 
of Lao national sensitivity, which, of course, in the newly independent 
country is of a high order of political importance. 

Specifically, let me make a tripartite distinction. There are three 
kinds of investigation that might be carried out, and this distinction 
I think is quite important. End-use investigation covers a wide range. 
As we saw it in Laos you first of all must carry out end-use investiga- 
tion with regard to project aid. That is equipment and materials that 
are delivered as grant aid to the Lao Government to carry out specific 
projects under project agreements. 

An illustration would be roadbuilding equipment brought in under 
a project to construct a certain road. That is one type of investigation. 
What are they doing with that equipment ? ; 
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The second type is related to commodities imported under procure- 
ment authorization in the commercial-import program. These are 
salable commodities imported under the usual, normal ICA procure- 
ment authorization procedures covered by our regulation 1, which has 
in it legal stipulations to which the Government ‘must agree. That is 
the second type. 

The third type—and this is the one which causes the difficulty 
the end-use investigation of commercial imports financed by cash-gr ant 
dollars which are legally—and I use the word “legally” adv isedly —in 
the possession of the Lao Government as a result “of having been sold 
to the Lao Government for local currency, which was duly paid and 
deposited. 

At that point in the transaction, those dollars passed from the legal 
control of the United States and became a part of the dollar reserves 
of the Central Bank of Laos. This is unlike the situation that obtains 
under procurement authorization. 

It is in this third category that the legal question of the applicability 
of regulation 1 and the responsibilities of the Lao Government to per- 
mit end-use investigation, which naturally must be carried out among 
the private commercial importing community of the country, and not 
vis-a-vis the Government, it is in this area that we have the problems. 
It is my understanding that the provisions of regulation 1 do not apply 
to transactions of this type, that we are in no position legally to demand 
a refund of dollars from the Lao Government for irregularities. I 
think it is in this area that there has been the greatest misunder- 
standing, not only between ourselves and the Lao Government, but 
also as between our various officers. 

I, myself, had a clear interpretation of this problem from the Comp- 
troller of the ICA. It was my understanding that the full force of our 
legal provisions could not and did not apply to dollars of this kind. 

“Mr. Jupp. That meant that you were forbidden, then, to try to con- 

tact Lao nationals who were these importers, to find out whether they 
had really used the money for what they were supposed to have used 
it for? 

Mr. pePavut. That is true at one point. The way we tried to han- 
dle this matter was not to raise it as a government-to-government issue, 
not to demand a right to investigate, not to make this an issue, be- 
cause we felt that we did not have a sound legal basis. 

Mr. Farestern. Do you mean to tell me if we give you money, you 
are a government, and we don’t have a right to find out what you did 
with that money, whether you throw it down a drain hole or whether 
you give it to your brother or your sister ? 

Mr. pePavt. I am painting the legal picture, here. Under this sit- 
uation we did negotiate with the Lao Government, we entered into a 
signed agreement with them in June 1955, I believe, whereby they 
agreed that the ICA mission—let me see if I can remember the lan- 
guage—the dollars would be used by the Lao Government in accord 
with USOM, of ICA. “In accord with,” I think, is the operative 
phrase. 

Mr. Farrstrety. What does that mean? That would presuppose 
consultation; wouldn’t it? 

Mr. pePavuu. Yes. And the consultation was held, I would say, 
consistently between the beginning of this program in Laos, 1955, until 
approximately December 1956, when we had the first instance of im- 
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port licenses—4 of them; 4 specific import licenses—being issued out- 
side of regular channels. 

Mr. Farsste1n. Before they sent the men they had to consult you? 

Mr. pePaut. Yes; they did. 

Mr. Farpsrer. Lf they did consult 

Mr. peEPau.. We couldn’t follow through to see if they did what 
was agreed upon in the consultation. 

Mr. Faresrern. You’re being given the right to consult—prevented 
your subsequent investigation! Is that what you are trying to 
explain ? 

Mr. pePaut. I don’t believe there is a connection there. They were 
willing to give us the right to be consulted and to agree with us on the 
use of the dollar, but that did not necessarily determine their posi- 
tion with respect to our right to carry out end-use investigations on 
these same transactions whic h we had previously agreed to. 

Mr. Farsstern. Why not? 

Mrs. Ketiy. On the counterpart. 

Mr. Farsstetn. Let’s go back to this basic phase of it: If you had 
the right to determine how they were to spend this money, it would 
seem to me that you would also have the right to find out whether they 
actually did spend the money in keeping with your agreement. Now, 
do ven contend that you didn’t have that right ? 

Mr. p—EPau.. At one time when the Lao Government was pressed 
on this issue, when we proposed to bring in additional personnel to 
carry out end-use investigations in the commercial sector, the Lao 
Government specifically refused to have us carry out this investigation, 
in this way. 

Mr. Faresretn. Let’s forget about the commercial sector. I will 
agree, insofar as the individual businessman was concerned, he didn’t 
want to open up his books to you. Let’s forget about that. Now let’s 
go to the Government, itself, as to what disposition it made of its 
funds. Did they refuse to give you the right to— 

Mr. pePaut. On the first two categories of end-use investigation 
I have mentioned, we had no serious problem, to my knowledge. In 
those areas, there was no real problem, during the time I was there, 
of access to information, except our limitations of personnel and 
having people to actually carry out the work. 

Mr. Farsstrern. Now, when business was done even with a private 
concern, and they rec eived the money from the Government, you knew 
how much was paid there ; didn’t you? 

Mr. pePavut. Yes, sir. 

Mr. Faresstern. Therefore, you could learn what disposition was 
made of those funds, whether you went to the private concern or not; 
you had an opportunity to determine what disposition was made at 
all times. 

Mr. pePavuw. Let me add, the Lao Government didn’t simply re- 
fuse us this privilege, but suggested an alternative. It suggested we 
could operate in the bac keround through their own services; that they 
preferred to conduct these investigations themselves, using their own 
people and their own services, but we would be welcome to sit in their 
offices to look over their shoulders and to check their work in the 
office, but not in the community. 

Mr. Zantocki. That brings me to this question: We have repeatedly 
asked witnesses testifying before this committee upon the MSA pro- 
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gram, whether the United States had continuous supervision. We 

were assured that we had it; how could we, without end-use investi- 
gations? It was impossible to have continued supervision of our 
program without end-use investigation. 

Mr. pePaut. The question is unclear. I am not sure there is com- 
plete understanding of the fact that we do not have a legal right 
to push to the limit our investigations under a cash- -grant transac- 
tion. Certainly that is not the conception of the Lao Government. 
They say these dollars were sold to them; that they paid out the local 
currency ; and that local currency was used for purposes agreed upon 
between the Governments and that, as far as they are concerned, the 
transaction is finished. 

Now, they don’t cut it off there. They acknowledge our interest 
and they acknowledge the responsibility of consultation, but they 
are somewhat reluctant to give us the full scope of investigative au- 
thority that we should have if we are going to prevent these things 
from happening. Because when you come , down to cases, when it 
involves prosecution—perhaps criminal prosecution of a Lao busi- 
nessman who is guilty of fraudulent operation, then you are deeply 
intervening into the juridicial system, and perhaps the folkways, the 
institutions, of a sover eign government. 

The Lao Government is most reluctant to permit us to have full 
entree and full scope of operation in this field, and I think that re- 
mains a problem today. 

Mr. Farrsrern. Will you look at page 8, starting with the section 
numbered 2. Now, will you read that, and read the “a” and tell us 
what you can about these accusations of the GAO? 

Mr. Jupp. In the meantime while you are reading that, may I ask 
you this question. I want to be sure I understand what you said. 
When you were here 2 months ago you said that in these negotiations, 
because we hadn’t been able to make headway, we had suspended 
payments. Now, did I understand you to say those payments in New 
York are still suspended ? 

Mr. Parsons. Yes; I can clear up the difficulty there. 

Mr. Zastockt. Before we enter into any further questions, we 
should give the State Department and ICA time equal to that we 
have given to GAO. Tomorrow seems to be a very bad day to 
schedule a subecommittee—there is a Rules Committee meeting in the 
morning and I doubt that we will get anyone up here tomorrow after- 
noon—what is the calendar tomorrow ? 

Mrs. Ly. There is nothing. 

Mr. Zasiockti. I wonder if we could ask whether the gentlemen who 
have been with us this afternoon are free to come in tomorrow for 
a continuation of the discussion of the intricate problems in Laos. 

Let’s check first whether we have clearance for the meeting place 
and whether the calendar will permit. 

I understand 2 :30 will be all right. 

Let’s do it at 2 o’clock tomorrow. Are you free to come, gentlemen ? 

Mr. Ketter. We will have representatives here. 

Mr. Chairman, may I answer just one question for the record on 
our source of information for the lack of end-use inspections being 
made in March. According to our report we received from our 
Tokyo office that information came from the Controller of ICA, in 
Laos. 











MUTUAL SECURITY PROGRAM IN LAOS 47 


Mr. Jupp. That his people were prevented from making end-use 
inspections, by our embassy ? 

Mr. Ketter. That is what was reported to us. 

Mr. Sraptes. I might add to that by saying that they were also 
making other arrangements and reprograming their own work in 
the office in order to occupy themselves productively, so apparently 
there is some truth in it. 

Mr. Jupp. They didn’t have enough work to do. 

Mr. Sraptes. They were working in the office on other matters. 

Mr. Jupp. I would still like to have this answer today: Are our 
payments suspended or not ? 

Mr. Parsons. They are not suspended. What I was talking about 
before was our action in delaying cash grants to pay the army until 
we arrived at a satisfactory interim arrangement pending resumption 
of negotiations on monetary reform. When we received a commit- 
ment that new dollars would be blocked by the Lao Government and 
not used pending agreement with us, we resumed our cash-grant pay- 
ment. The Lao Government has held those new dollars Blocked in 
the bank. Thus there were two kinds of blockages or suspensions 
involved: First ours, then theirs as a result of the commitment we 
obtained from them. 

Mr. Zastocxt. The subcommittee meeting is adjourned until 2 
o’clock tomorrow afternoon. 

(Whereupon, at 5:30 p. m., the subcommittee adjourned to recon- 
vene at 2 p.m. Thursday, May 8, 1958.) 





MUTUAL SECURITY PROGRAM IN LAOS 


THURSDAY, MAY 8, 1958 


CommitTrre ON Foreten AFFAIRS, 
SUBCOMMITTEE ON THE Far East 
AND THE Pactric, 
Washington, D. C. 

The subcommittee met in executive session at 2 p. m., in room G-3, 
United States Capitol, Hon. Clement J. Zablocki (chairman of the 
subcommittee) presiding. 

Mr. Zasiockt. The subcommittee will please come to order. 

We recessed yesterday while in the process of asking questions of 
the representatives of the Department of State and ICA. Therefore, 
I will call on Dr. Moyer and Ambassador Parsons and Mr. dePaul. 

Mr. Farbstein, do you have any further questions? 

Mr. Farrsrern. With reference to the questions raised by the Gen- 
eral Accounting Office, I requested Mr. dePaul refer to the statements 
made by the Accounting Office in his reply, which will tend to clarify 
the questions raised. 

Now, on page 10, line 3, “Lack of Personnel,” I think that was gone 
into. 

The reluctance of the Lao Government to permit inspections was 
also gone into to a certain extent. 

I don’t think that. the subhead 3, “Lack of Information on Com- 
modities Purchased With Cash Grants,” the relative few inspections 
made, and improprieties of one form or other, and little action having 
been taken, do you care to direct any statements to the questions raised 
in item 3% 


STATEMENT OF CARTER de PAUL, DEPUTY ASSISTANT TO THE DI- 
RECTOR FOR LIAISON, ICA; AND FORMER CHIEF, USOM, LAOS 


Mr. peEPavut. I would very much like to comment, sir, but I wonder 
if that might be done in the context of perhaps a broader comment 
that Ambassador Parsons and Dr. Moyer would like to make first. 
I will be glad to come back to that later. 

Mr. Zastockt. Am I correct that the Department of State has a 
rebuttal to the charges made in the summary yesterday by GAO? 


STATEMENT OF HON. J. GRAHAM PARSONS, DEPUTY ASSISTANT 
SECRETARY OF STATE FOR FAR EASTERN AFFAIRS 


Mr. Parsons. I am prepared to make introductory remarks of a 
general nature, but also relating to specifically one of the points here 
under heading 3 that Mr. Farbstein has just alluded to. If it is agree- 
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able to the committee I can do that in the space of a very few minutes. 

Mr. Zasiocki. Proceed, Mr. Parsons. 

Mr. Parsons. The summary findings of course deal with a whole 
complex of problems of which we who are concerned with Lao affairs 
have been aware for a long time and have sought in many ways to 
correct. Under those circumstances when the General Accounting 
Office made known to the State Department last December, I believe 
it was, that they proposed to send a field investigating team to 
Vientiane, we were only concerned as to the timing of the proposed 
mission. At that time, as you know, we were engaged j in monetary 
reform negotiations which’ had entered an important phase in the 
beginning of October and we were anticipating a visit from the Prime 
Minister and three of his Cabinet ministers. Under those circum- 
stances we requested and persuaded representatives of the Genreal 
Accounting Office to consider a postponment of the actual dispatch of 
the mission so that it would not coincide with the most delicate phase 
of our negotiations on monetary reform. 

I am glad to say that the GAO was most cooperative in that respect 
and did defer the dispatch of their investigating team for a matter of 
some weeks. 

I mention this cooperation because I do not wish to create the im- 
pression.in what I say now that Iam unduly critical of the GAO, or of 
its investigating team. 

A reading of the summary findings indicates to me that in the report, 
itself, there will be found by us in the State Department and perhaps 
in other agencies for whom I cannot speak, inaccuracies, a certain lack 
of balance and perhaps pertinent omissions. 

I cannot conceive of its being otherwise in a report prepared after 
an on-the-spot investigation of only several weeks by persons un- 
familiar with Laos or with the problems which we have encountered 
there over this period that has concerned us. 

However, as I say a reading of the summary of the findings indicates 
there are certain things w ith which we would disagree or upon which 
we would wish to offer further information or our considered opinion 
to the GAO after study of the draft report itself. 

Under those circumstances it is difficult and perhaps not the best way 
of proceeding for myself or any other State Department representa- 
tive to presume to criticize or to try to create a better balance from our 
point of view in the GAO findings by Se ing at this stage before a 
committee of the Congress. However, I understand the circumstances 
and there is obviously now no other way to proceed. 

By way of indicating one instance of what I mean by inace urac ies or 
omissions in the report I would like to refer to a question in which 
Dr. Judd was particularly interested yesterday and which is in sec- 
tion 3 mentioned by Mr. Farbstein just now. 

The summary says: 


At the time of our field examination no end-use inspections were being made 
principally because the Embassy had restricted mission representatives from 
contacting Lao nationals. 

This information was attributed to the USOM Controller. 

I tried to answer that yesterday on the assumption this information 
was literally correct and accurate. When we returned to the Depart- 
ment last night we sent a rush telegram to our Embassy in Vientiane, 
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and requested a rush reply. I would like to read the substance of the 
answer we have this morning. This is dated today, Vientiane time: 


The Controller of the USOM cannot recall making a definite statement which 
indicated that Embassy restrictions prevented effective end use inspections. 
He recalls having indicated that from time to time for political reasons it may 
have been considered desirable that certain end use investigations at partic- 
ularly sensitive times be temporarily withheld in the interests of basic United 
States objectives in Laos. 

However, in an interview today he stated no knowledge of any official Em- 
bassy policy that restricted this activity. 

The Acting Director of USOM reports hearing a similar story soon after his 
arrival last February, but he was unable to trace any documentary or other 
evidence of the alleged country team or Embassy policy restricting end use audit 
activities. He subsequently raised the question at the Country Team level in a 
formal memorandum of May 1, indicating a need for accelerated end use audit 
activities which was approved immediately by the Ambassador and the Country 
Team. 

The USOM Controller was therefore instructed to proceed with a reasonable 
program of end-use investigations and detailed audit of counterpart releases 
which would fulfill the legislative and regulatory requirements of ICA and in 
addition cover the special requirements of the present high-lighted situation in 
Laos. 

The USOM Controller reports a total of 25 end-use investigations of nonproject 
PA, and PIO/C dollar imports and PIO/C projects imports covering specifically 
approximately 20 percent of project and 6 percent of nonproject funds expended 
for these purposes during the past 2 years. 

In addition 8 special audit reports were conducted on contract activities and 
8 special reports were prepared on alleged misuses of cash grant dollars under 
the commercial import program for Laos. 

Upon review I consider— 


the “L” is the Ambassador in Laos— 


Upon review I consider the fact that the USOM Controller’s office has never 
been adequately staffed with American end-use personnel is probably the princi- 
pal underlying reason for the failure to conduct end-use and audit activities 
more extensively. 

During the past 2 years only two employees were available: (@) Haynes Miller 
for a period of 1 year, and (6) Arthur Reynolds, the present incumbent for 5 
months. 

The need for American end-use observer personnel to fill all established posi- 
tions is especially critical in view of the Lao Government’s refusal as expressed 
by the Ministry of Finance in early October 1956, in conversations with represen- 
tatives of USOM and PSI, ICAW, to accept a proposal by the USOM to employ 
a number of third country nationals to assist in this activity. The Controller 
reports that the Ministry of Finance did not indicate any intention to object 
to and use audit activities performed by American personnel. 

To summarize: The USOM has taken positive steps to assure a maximum use of 
end-use audit activities with the staff presently available or obtainable. ICA/W 
has recruited and is in the process of employing two additional end use investi- 
gators and a chief accountant to facilitate this work. 

In the complete absence of any factual evidence supporting the allegations 
that embassy policy directives hampered appropriate end use inspections or 
audit activities by the USOM, I must conclude the allegation is completely with- 
out foundation. 


And a further comment from the Embassy : 


Notwithstanding the reported statement by the Controller, the Embassy has 
made extensive use of end-use reports with even a suspension of all economic 
and military dollar payments pending reaching of agreement how to end abuses. 

The information in this message from the Embassy, of course, origi- 
nates in large part with USOM and is therefore a matter of more ICA 
concern that of State. Therefore, if there is an opportunity for Mr. 
Moyer to add anything which he may desire, I would be grateful. I 
don’t like to encroach on his field. 
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Mr. Zastocki. Mr. Secretary, just one question: The cablegram 
you read was a straight cable? 

Mr. Parsons. This is a classified message which I read in para- 
phrase. 

Mr. Jupp. You said they took steps immediately to fulfill the re- 
quirements for end-use inspections. That was at what time? In 
February or something? I wasn’t sure. 

Mr. Parsons. This refers to the country team consideration on 
May 1, of a report from the Acting Director of USOM that it would 
be desirable to accelerate the end-use audit activities. This was ap- 
proved immediately by the Ambassador and the country team, This 
meeting took place on May 1. 

Mr. Jupp. Last year ? 

Mr. Parsons. This year [security deletion]. 

Mr. Zasiocki. Do you wish to comment further on this question? 

Dr. Moyer. I don’t believe so. 

Mr, Zastocki. Mr. Farbstein, do you have any further questions / 
Do you wish to pursue this particular question? There is a name 
mentioned here and I wonder if it would be proper at this time for 
the Secretary, Mr. Moyer and Mr. dePaul to comment. That is, Mr. 
Haynes Miller was mentioned in the cable. A number of stories about 
the program in Laos have been circulated by various people and one 
name was Haynes Miller. 

Another person was Dr. Kaufman. 

Some of the changes made by the man mentioned in your letter 
seem to support the charges made by GAO. 

I think it would be helpful if we had your views on Mr. Miller. 
TI have had a conference with him for about an hour and a half, as 
did the chairman of the committee and Dr. Morgan. 

Mr. Jupp. He is in Washington now? I never heard of him before. 

Mr. Zasiockt. For awhile I had entertained the thought of having 
him testify before the subcommittee on his report, but later found 
that some of his statements probably were without foundation. Since 
he has been mentioned in the cablegram as one who had been inspect- 
ing end use items, it would be helpful if we had some comment on the 
stories he has told some Members of Congress. 

Mr. Parsons. I am not familiar with the allegations or the charges 
that this particular former USOM employee has made so it would be 
difficult for me to rebut them. 

Remembering a slight acquaintence with Mr. Miller, I would say 
only this—and I don’t like to criticize a man when I don’t know what 
charges he has made that I don’t think Mr. Miller and I would have 
any disagreement in regard to our dissatisfaction with certain condi- 
tions in Laos. None of us are satisfied with all aspects of the pro- 
gram. We know that there are many deficiencies and that there were 
many things to be corrected and as I have said we have been trying to 
correct them. So I think so far as that phase of things is concerned, 
Mr. Miller and I would agree completely that there are things that 
needed to be corrected. If we had any disagreement I think it would 
be over the method and technique of correcting. 

Many of the matters which required investigation were of a high 
order of delicacy and require the utmost discretion as to the timing 
and manner in which they are proceeded with. If there is any dis- 
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agreement between us I imagine it would be in relation to that aspect 
of matters. 

Mr. Zasiocki. One of his specific charges, Mr. Ambassador, was 
that the Embassy had restricted mission representatives from contact- 
ing Laos nationals. 

Mr. Parsons. Did he say mission representatives or a mission repre- 
sentative ? 

Mr. Zastockt. That is quite a technical question. I have no tran- 
script of the meeting with him but my recollection is that his charge 
was in the plural. 

Mr. Parsons. The only reason I asked that question, Mr. Chairman, 
was because I wondered whether perhaps Mr. Haynes Miller had a 
subjective interest in the matter. Whether he was referring to 
difficulties he encountered in the carrying out of his duties or whether 
he was charging that the Embassy generally interfered to limit con- 
tact of the mission staff with Lao. 

Mr. Zasvockt. I think it was the latter. 

Mr. Parsons. If it is the latter I can tell you the charge is com- 
pletely without foundation and we have Mr. dePaul here who was my 
colleague in Laos at the time and I am confident that he would agree 
with me on that. 

Mr. Jupp. What are the charges and let’s hear what the answers 
are. We are talking in a vacuum as far as I am concerned. I haven’t 
had the pleasure of hearing Mr. Miller’s complaints. 

Mr. Zastocxt. I am not sure it was entirely a pleasure, but some of 
the allegations were startling and certainly wane one to be concerned. 
They were so fantastic in a way that we questioned the validity of the 
charges. 

I think that probably Dr. Westphal can speak to it. I gave you 
and Dr. Morgan a memorandum on it, to try to have a rundown on 
the fellow as to whether he was truthful and so forth. 

Mr. Wesrenan. Following the chairman’s instructions I met with 
Mr. Keating, Director of Personnel Security and Integrity, Mr. Crowl, 
and Mr. dePaul. I also saw Ambassador Parsons. It was apparent 
that many of the charges could never be checked in this country be- 
cause the documentation and events took place in Laos. Most of my 
time was spent in trying to get some idea of who the individual was, 
I think Mr. dePaul is as familiar with him as any of the four gentle- 
men I spoke with since he served with him in Laos. 

Mr. Jupp. What was the substance of the charges ? 

Mr. Zasiocki. Well, he thought our Government did not take suffi- 
cient steps to prevent misuse of our dollars. His charges were some- 
what similar to those we heard in the testimony yesterday or what we 
have read in the paper. He thought there were certain Lao officials 
given preferential treatment, with full knowledge of our Government 
officials including our Embassy and that if anyone dared to take issue 
with our Government officials he was immediately prevented from 
vetting too far into the details. He felt he was frustrated, unable to 
carry out his duties and as a patriotic American citizen, so he told 
me, he found it necessary that he resign and he did so. 

Then more surprising he said they tried to rehire him in order to 
keep him quiet, but his conscience would not permit. 
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Mr. Parsons. May I interject, Mr. Chairman, and say that at times 
I also felt frustrated in Laos. I don’t think that was an uncommon 
reaction. 

Mr. pePavt. I, too, sir. 

Mr. Zasiocki. According to him, his frustration was due to the 
lack of cooperation or to restraint by our governmental officials in 
carrying out his duties. It was not his frustration with the Lao 
people because he felt he got along pretty well. He lived with them 
and went hunting with them. He said he fraternized with them and 
had as permanent friends some of the very people benefiting by our 
program and he said: “I knew from the inside what was happening.” 


STATEMENT OF DR. RAYMOND T. MOYER, REGIONAL DIRECTOR, 
OFFICE OF FAR EASTERN OPERATIONS, INTERNATIONAL COOP- 
ERATION ADMINISTRATION 


Dr. Moyer. May I make a general statement on this point, and 
question—not to divert from Haynes Miller. 

Tam not familiar with the Haynes Miller case. I am, however, some- 
what familiar with the Dr. Kaufman case and after we finish discus- 
sions in the Miller case, I would be glad to make a statement on Dr. 
Kaufman. But in general, the words you just used are very interesting 
and I think highlight the dilemma which we get in, in these programs, 
in certain situations. 

I don’t know Haynes Miller. 

What I have heard about Dr. Kaufman makes me believe that he 
is sincere, that he has good motives. 

I also know that in running programs such as this, situations often 
develop where equally sincere people go about achieving something in 
a different way. The way they go about it creates such difficulties for 
the United States as a whole in that country that it seems to us that 
that person should leave that particular scene. Usually, in such a case, 
the person goes, feeling aggrieved, that he has been frustrated and that 
he has been mistreated; and he places all the blame on the fact that 
while he was trying to do his duty someone was trying to prevent him 
from doing it. 

This is not unique. This happens in a number of cases, and those 
of you who have lived abroad, like Dr. Judd and many of the rest 
of us, know that in a small community like Laos, nerves get taut 
very quickly, and differences magnify, and difficulties arise. 

I just want to highlight this point, because this is really a big prob- 
lem in operating these programs. People who are terminated after 
careful consideration, and believed to be terminated in the best inter- 
ests of the United States, but who don’t feel that way about it, go 
about telling their story and of course, as I said often they are sincere 
people of good motive. But this is a situation which creates a great 
deal of difficulty in operating these programs. 

I simply wanted to make this general statement. A little later, I 
would like to talk specifically about the Dr. Kaufman case. 

Mr. Farestern. In the course of your discussion with this gentle- 
man was there any suggestion that there was any impropriety in any 
of the things that took place? 
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Mr. Zasvocki. I don’t recall Mr. Miller making that specific charge 
but he so implied there were improprieties. 

Mr. Jupp. By Americans ? 

Mr. Zaniocki. No. There was no fraud on the part of an American. 
He thought it was fraud, however, for an American to permit a Lao 
to commit fraud. 

Mr. Farrsrern. I agree with him. If an American permitted a Lao 
to commit fraud. 

Mr. Zasiocki1. He wasa party to the 

Mr. Farrste1n. Well, of course. 

Mr. Jupp. If it were preventable. 

Mr. Faresrern. Yes. 

That is why I am seeking to learn whether or not the suggestion on 
the part of this Mr. Miller was that these acts that took ‘place with 
which he was in disagreement were as a result of decisions made by 
those people who made them in the course of their duty. 

That although he disagreed with them, they nevertheless were made 
according to the best judgment of those who made the decision. 

And whether or not those decisions were made with : any ulterior mo- 
tives in mind. 

Now, I don’t know whether or not you can answer these points that 
I raise. 

Mr. Zan.ockti. I don’t think Mr. Miller, who was on the spot, could 
answer those questions. 

Mr. Farssretn. Let me say that if you couldn’t get the impression 
that his suggestion was that there were improper motives behind the 
decisions of those people in the American Government that made 
them, I think we are pretty well bound to accept the statement of Dr. 
Moyer, and Ambassador Parsons that perhaps these decisions that 
were made were made as a result of a condition that prevailed at the 
time, and really couldn’t be helped and must be accepted in that sense. 

Mr. Zantocki. Mr. Farbstein, I will certainly agree with you. I 

vanted to determine whether Haynes Miller’s testimony was reliable or 
whether he was a character such as Mr. Castle where there was no 
point in giving him a forum by calling him before the committee. 

Therefore, I attempted to find out something about him. We asked 
Dr. Westphal to make a quick check. 

I think Mr. dePaul could shed a little more light on the background 
and reliability and trustworthiness of Mr. Miller and whether his 
charges were factual. I am sure you are familiar with the charges 
made. 

Mr. pEPaut. Yes, sir. 

Mr. Zastockt. Mr. Miller told me that, upon resigning and return- 
ing to Washington, we had reported to various Government depart- 
ments and agencies. 

Mr. pePavt. I would be very glad to comment on the subject of Mr. 
Miller. I am very familiar with ‘the gentleman. 

He worked under my direction directly i in the office of the USOM 
Director, a Mr. Harting, for approximately 9 or 10 months. Then I 
left and Mr. Miller remained. 

It is my impression that Mr. Miller was terminated, not that he re- 
signed, but I am not personally familiar with that because it was after 
I departed. 

Mr. Zastocki. Could we have that cleared up for the record ? 
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(1) Were his services terminated or did he resign ? 

(2) Was another position offered him in Laos, or any other coun- 
try, that he refused ¢ 

Dr. Moyer. We will insert that at this point in the record. 

(The information is as follows:) 

(1) His services in Laos were terminated; (2) he also submitted a letter of 
resignation; and (3) he was offered another job, not in Laos, which he refused. 

Mr. Parsons. I was there at the time. 

I was informed by the then USOM Director either that Mr. Miller 
was terminated or that his resignation was solicited, let us say. I 
don’t recall the reason offhand except in the judgment of the USOM 
Director his services were not helpful to the United States Govern- 
ment, at that time and place. 

Mr. Zastocki. Would you be able to supply the subcommittee in- 
formation on whether any of Mr. Miller’s reports on his end-use 
inspection were suppressed, or whether they were sent out. 

He claims they never got as far as Washington. Mr. Harting was 
supposed to have lost the reports. 

Mr. pePauw. I can answer that, sir. I was very deeply involved 
in this question. Our problem with Mr. Miller was one largely of 
technical competence. The writing of an end-use report. Particu- 
larly those reports which are rated as unsatisfactory and which there- 
fore called for some type of remedial action and in our situation would 
normally call for representations being made to the Lao Government, 
either in the form of requesting correction of a situation or in certain 

eases where we had the legal authority to do so, to back up a request for 
a cash reimbursement. 

In either of those cases the end-use report leads to a type of action 
which requires that the report be factually accurate. In other words, 
if we are going to the Lao Government with a complaint, that com- 
plaint must be backed up with cold, hard facts. 

Our problem with Mr. Miller’s reports in general was that the gen- 
tleman seemed to be unable to distinguish clearly between fact and 
hearsay. Quite a few of his reports were judged to be satisfactory— 
that is from a technical standpoint—and were processed in one or 
another of the normal ways, that is forwarded to Washington and, in 
some cases, translated and made the subject of represenations to the 
Lao Government. 

Others of his reports were found to be, upon review, either by myself 
or by the Comptroller, or by both of us working together—and I can 
assure you that we spent many long hours on this problem—to be fac- 
tually inaccurate or to report hearsay evidence as fact. We found 
in some cases that these reports were simply not sufficiently solid to 
warrant either transmission to Washington in that form—and more 
importantly representations to the Lao Government 

Mr. Zasiockr. Mr. dePaul, could you give us an example of one 
of his reports, if you recall ? 

Mr. pePavuy. I can give you a minor point which I recall very 
vividly. 

The end use investigation of an airplane delivered to the Lao Gov- 
ernment, as project grant aid. 

This airplane was found to be not properly used in the sense that it 
was not being properly cared for and maintained. I believe that 
charge is pretty accurate. 
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The Lao Government did not handle this airplane as we had hoped 
they would, and we had serious concern about it. 

Before Mr. Miller made his report, we had already made repre- 
sentations to the Lao Government on this score and action was being 
taken. 

Results were not as successful as we had hoped. In the course of 
that report, Mr. Miller stated that one of the reasons why the air- 
plane was not properly maintained was because the man in charge 
of the project who happened to be the public-works officer of USOM- 
Laos, had negligently failed to turn over to the Lao authorities the 
maintenance manuals concerning this airplane. 

His evidence was that he had found in the files of the project 
manager in question, copies of the maintenance manuals. 

Upon reviewing this report, this did not sound plausible to me, 
and I personally ‘looked into the matter, and found that everything 
Mr. Miller said was correct, except for the fact that what was re- 
tained in the files of the project manager was a third copy of the 
maintenance manuals, and the first and second copies of the main- 
tenance manuals ms been duly delivered to the Lao Government. 

In that situation I did not feel I could forward to Washington 
a report reflecting adversely on one of our officers without seeing that 
it was corrected. 

Mr. Zapstocki. Was a record kept of how many of those end-use 
reports are of such character that they are not of any use, and they 
are not sent to Washington. 

For example, how many of Mr. Miller’s reports were useless? 

Mr. pePavut. I wouldn't say they were useless, sir. I think all re- 
ports are useful but it is a question of how you handle a report, and 
this turns largely on the quality of the report. 

Mr. Zastockt. The reason for my question, Mr. dePaul, is that he 
gave me an impression that it was only his earlier reports that were 
almost consistently derogatory to the program, where his reports 
were suppressed. 

Mr. pePaut. I cannot give you a tabulation, sir, but I can recall 
in approximately half of the cases his reports were adequate and 
were forwarded in due course, and used according to the information 
contained in them. In about the remaining half of the reports we 
found serious deficiencies of a technical nature. 

And these reports were not suppressed. These reports were re- 
ferred back to the Comptroller, and referred back to Mr. Miller, for 
correction, or for further factual corroboration. 

Mr. Zantockt. They were not destroyed ? 

Mr. pePavt. No report tomy knowledge was destroyed. 

There were other cases where matters were reported, not in factual 
terms necessarily, but a good job of ferreting out indications—a report 
is useful to us when it does nothing more than indicate that a situation 
is bad and requires looking into. That is useful. The report itself 
may not be used in its original form, let us say, as an attachment to a 
letter to the Prime Minister. The report may be withheld but the in- 
formation contained therein may provide leads from which you start 
perhaps a different kind of investigation or from which you start a 
course of action which may lead to correction of the situation. 

I think all reports are useful except when they were palpably in- 
correct. 
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The contention of Mr. Miller was that the reports should be sacro- 
sanct, should not be changed, should be forwarded to the Lao Govern- 
ment and to Washington as written without further changes or investi- 
gation, and action should be taken. 

Now, I do recall several situations where there were clear indications 
that matters were not what they should be, particularly in the import 
of rice. But there was a real problem there, in a report which indi- 
cates—I say “indicates,” but does not prove c onclusively | security dele- 
tion]. You cannot lightly raise that kind of a charge with the Lao 
Government, unless you are in a position to document your case. 

You can at the same time investigate the situation and set about try- 
ing to correct it, but I think our problems with Mr. Miller hinged large- 
ly on the method of handling his end-use reports. 

Mr. Zasvockt. He did specifically mention the rice transaction, and 
maintained that he had names of the people involved. Nevertheless, 
our mission was disinterested or unwilling to follow through as he 
put it. 

Mr. pePAct. The rice situation was discussed with the Minister of 
Finance in Laos, as I recall, and steps were taken to correct the situ- 
ation. 

Here we get into the question of whether you press for prosecution, 
and here it is a very delicate matter because if you are going to require 
the Lao Government to prosecute, and if they are unwilling to do so, 
you have to provide the evidence. 

As I recall, in the rice situation, we had names, we had facts. I do 
not believe that this added up to evidence that could be used in a legal 
prosecution. 

Mr. Zasiockt. What more, besides the names and facts, would you 
need in order to have the proper evidence. 

Mr. pePavt. This question was very difficult. In all these import 
cases you are saying that the import was carried out at a price which 
was not in line with the then obtaining market prices. 

You may know that Mr. X imported rice, you may have the docu- 
ments which say the rice cost so much per pound, There is nothing 
fraudulent in that transaction up to that point, unless you can show 
that in the circumstances, at the time, the price of rice in the normal 
market was something quite different. This is a question of price dis- 
parity—overpricing fraudulent invoices, 

An invoice on the face of it says: “So many tons of rice, delivered 
from a certain person to a certain person at a certain value.” Having 
that invoice proves nothing. You have to go behind that and com- 
pare that with what should have been the price at that time. 

I think it is fair to state that the rice market in Laos, the import 
rice market was, to put it mildly, extremely chaotic and that it is 
a very difficult matter to prove that on a given date, rice should have 
been priced at a certain figure rather than at a different figure. 

This involves questions of source of supply, the type of rice— 
there are many different kinds of rice—it involves market forces. 

When there is a market shortage in certain areas, the price of rice 
goes to the ceiling; this is supply and demand. 

Mr. Farestern. Did you make efforts to verify any of these short- 
ages and if not, why not? 

Mr. pePaut. I think efforts were made right along the line, sir. 
I don’t recall the specific efforts made in each connection, but the 
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price of rice was something we watched very closely with the help of 
our agricultural people, and in general when we reviewed rice im- 
ports, when we sat on the committee which passed on the import 
licenses, the price of rice on each transaction was carefully reviewed. 
And we had some knowledge. 

Mr. Farssrern. Did your review indicate that there was an over- 
pricing of rice? 

Mr. pePau. The question there was a retroactive review. I can 
tell you that when the rice import licenses came before the committee, 
the price of rice obtaining at the time was carefully reviewed. Mr. 
Miller’s findings would indicate that, in spite of this process, rice 
imports were incorrectly priced, in the past. 

Mr. Zastocki. There is a further charge which would be much 
easier to check and that is his charge that there was an invoice for 
payment of rice that was never shipped to Thailand. That it was 
transshipped elsewhere, and paid for. That shouldn’t be difficult to 
check, should it? 

Mr. vePavt. I think that is very difficult to check. In the cir- 

cumstances there the rice movements of Laos are highly disorganized. 
Rice comes in all the time across the river. It is extremely difficult to 
identify any particular shipment. 

May I add here, though, that this is not an unfamiliar situation. 
We have experience w ith cases of kind and I can say that in the 
case of sugar import, in 1955, where the importer was identified, where 
we had the documents, we made a profound study of this matter in 
conjunction with our Lao Government colleagues. This was not 
directly an end-use investigation. We looked into this together, and 
we and they found, jointly, that the importer clearly was guilty of 
fraudulent practice. We didn’t have to prove this. The Lao Govern- 
ment proved this to its own satisfaction. We helped them. We 
worked with them. 

In that case, the importer in question was blacklisted. There are 
many instances where the Lao Government itself through its economic 
police, which is a ver y small, very deficient force, nonetheless it exists 
and I hope it is growing in experience and competence, those economic 
police did, in a number of cases to my knowledge, padlock the estab- 
lishments of certain business people in Laos. 

On an arbitrary basis—ancd we worried about this, because they 
seemed to have arbitrary powers, they would impose fines of extraordi- 
nary magnitude—$10,000 fine before the shop could be reopened— 
and collected it. 

This was a matter very close to the operations of the customs sys- 
tem, and there have been a great many instances where the Lao Gov- 
ernment itself, with or without our assistance, with or without our 
prodding, has uncovered cases of fraud and has taken severe action. 
We have, of course, encouraged them to build up their services of this 
kind. 

We do have a project, I think, in process at this time, for technical 
assistance to the customs service, a broad project of assisting the cus- 
toms service to improve its operation, across the board. 

Mr. Jupp. May I ask whether in any of the cases that were success- 
fully investigated and corrective action taken, the actions were based 
on some of Mr. Miller’s own reports ? 

Mr. pePaut. That would not be improbable, sir. 
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I don’t think of any specifically, but that is very likely. 

Mr. Jupp. If you have a few cases where his reports jead to further 
investigation, corroboration, and corrective action, I think that would 
be of great importance, and it is worth taking a look to see if you 
could verify your impression. 

He apparently gave our chairman the impression that his reports 
were always brushed aside. 

Mr. Zastockt. He said his earlier reports received attention. 

Mr. pePaut. Let me cite a case in December 1956, and I think the 
Ambassador will recall this instance which required a great deal of 
his time. 

I don’t recall whether Mr. Miller was in this picture, or not, but 
through our services, through our comptroller’s office, through our 
other divisions of the mission and cat the services of the contract 
eee that was helping the Lao Government set up a department of 

oreign commerce and records systems and the like, through various 
channels, it came to our attention that four import licenses of sizable 
magnitude had been issued without coming before the designated 
Import-Export Commission. 

This was not proof. This was an indication. 

There seemed to be a discrepancy in the records, there seemed to be 
licenses which were being processed by the banks, of which we had no 
record in the minutes of the Import-Export Commission. 

We immediately went to work on this question and we obtained from 
the Lao Government admission that these import licenses had in fact 
been issued without going through the designated committee, and con- 
sequently without coming before the USOM observer on that com- 
mittee. 

Having established this fact, proof, of course, would have been avail- 
able but it was not necessary. We brought this to their attention and it 
was admitted. I immediately took this matter up with the Ambassa- 
dor and at this time, December 1956, and I might add parenthetically 
that I do not believe this incident is in any way touched upon in the 
GAO reports 

Mr. Zasiocki. Yes; it ison page 9. 

Mr. pePauu. This date, sir. 

Mr. Zastocki. It says: 





The mission was informed that on some occasions internal political necessities 
compelled the issuance of license without ICA approval. 

T thought you were addressing yourself to this particular. 

Mr. pePavt. That is the occasion but there is no mention here about 
what was done about it. 

Mr. Zastockt. No. 

Mr. pePavt. I am left with the impression that the finding is that 
nothing was done about it. 

Now, I would like to correct the record here. I say, I immediately 
took this up with the Ambassador. We discussed it, at length, in 
terms of the political implications, how we proceeded to react to this 
violation of agreed procedure. 

In short, our reaction was to say officially to the Lao Government 
that until this matter was resolved and until the agreement which they 
had entered into in 1955 was reassured, that in effect further cash 
grant transactions principally to finance the Lao Army, and for other 
purposes, would be suspended. 
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In a word, we stopped the aid at that point, in December 1956. This 
was done officially in writing. The Prime Minister was notified I 
believe, sir, by an official letter signed by yourself. 

Mr. Parsons. Yes. 

Mr. pePaut. And we discussed this at great length thereafter with 
the Government, at that point in December 1956. As a result of what 
in effect was an ultimatum, with sanctions of stopping the aid—and 
in fact we did hold up the delivery of military budget support funds— 
we were given solid assurances— 

(1) that the procedure which we had established would be re- 
spected in all cases in the future, and 

(2) that the licenses in question would be the subject of a special 
investigation by the Lao Government of which we would be kept 
informed, and that corrective action would be taken. 

We intimated that two things could happen upon investigation ; 
either it would be found these licenses beaut egitimate and had they 
been brought to the Import-Export Commission would have been 
approved by that Commission, and by ourselves, in which cases we 
conceded that we would give our approval retroactively, or in the 
event the Lao Government found these licenses to be in any way 
fraudulent, naturally they themselves would wish to cancel them. 

Now, I can’t report the final outcome because this matter has been 
under active scrutiny and study for a long time. I do know that the 
Lao Government did establish a special investigative committee 
which made a study of these transactions and which sent its repre- 
sentatives to Hong Kong and to Bangkok to investigate on the spot 
some of the machinery in question. 

I do know that one of the licenses was definitely proved to be fraud- 
went and was canceled and this is the kind of action—this is one 
illustration of the kind of action that was taken in 1956 as a result of 
investigations or leads or information that came to our attention. 

Now, typically, information turned up by Mr. Miller also could be 
used in this fashion. 

Mr. Farssrerin. What about this statement made by him in con- 
nection with the rice diverted? That was a lead for you. What did 
vou do about that ? 

Mr. pePaut. We have long been aware of diversions. They are of 
two kinds, either in transit before the goods arived in Laos, or re- 
export. That is diversion of the commodity after it is brought into 
the hands of the importer. It is then smuggled back across the border. 
We know that diversions take place. 

I have mentioned a technical assistance project to strengthen the 
Lao customs. I know of no simple way to stop diversions. There is 
something greater than a 600-mile river boundary between Laos and 
Thailand. There are villages all up and down the river. 

There are small boats going back and forth all the time. Profits are 
to be made by reexporting. Profits are to be made by diversions. 
The only answer that we know is to strengthen the services of the Lao 
(sovernment, that are used to patrol this kind of transaction. Both 
the physical patrolling of the river, which requires manpower, boats, 
and considerable organization, it requires documentary controls 
| security deletion | and it requires one further thing: The cooperation 
of the customs officials and perhaps the police in Thailand because a 
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reexport, or even a diversion in Thailand not only involves Laos but 
also involves the country in which it happens. 

Every reexport from Laos is a reimport—an illegal reimport into 
Thailand. This isan extremely complex problem. _ 

Mr. Zastocki. Mr. dePaul, your answer, though it may appear 
satisfactory to us, is not an answer at all, because if you say there is 
no effective way to control or prevent diversion there are Members in 
Congress who will certainly give a sound, foolproof method, That 
is to discontinue aid. 

Mr. pePavt. Yes. There is a fundamental problem herein that 
the ultimatum which was available to us, and had we been working 
in other circumstances at another time and at another place, we 
certainly would have used more frequently, involved questions of great 
import. Let me illustrate. 

Going back to December 1956—when in collaboration with the 
Ambassador, and with his full support and full knowledge and his 
very active assistance in carrying on the burden of these negotiations 
with the Prime Minister personally—when we took this ultimate 
sanction on the basis of an admitted violation of procedures, we were 
jeopardizing something that was extremely important. We were with- 
holding during the month of December for a certain period the funds 
which were destined to meet the payroll of the army during that 
month, and without those funds, the Lao Government was in no posi- 
tion to pay the troops. 

Here you have a linkage between a commercial import problem 
and paying the troops. Obviously you cannot lightly suspend the 
money to pay the troops in an army which is sitting just south of 
the Communist border in a country which is under extreme harrass- 
ment and perhaps on certain of these occasions a country whose chief 
officers—let us say almost the entire Cabinet—are visiting Peking, and 
being given red carpet treatment in that city. 

How far can you fight through each one of these cases—how many 
times can you stop the aid, how many times can you make it impossible 
for the Lao Government to keep on paying the troops ? 

This was a question that weighed very heavily upon us. 

Mr. Zasiockt. May I just follow up to clarify some doubt in my 
mind. 

If the GAO is going to bring in a final report on Laos, will your 
explanations be included? Have they been incorporated into the 
agency’s reply ? 

Mr. pePaut. I can say this, sir, that comments both from myself, 
and more importantly from Dr. Moyer’s office, will be submitted to 
GAO. 

Mr. Zasiocki. Was that included in your comments of January 
1958 ? 

Mr. pePavut. Comments were written on that report. I don’t know 
the extent to which they included this material. 

Mr. Zastockt. I ask the question of Mr. Staples or Mr. Keller: 
Do you recall thta you have received in the comments from the agency 
the testimony that we have just received as to what steps were taken 
to improve the situation in import license ? 
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STATEMENT OF GEORGE STAPLES, ASSOCIATE DIRECTOR, CIVIL 
ACCOUNTING AND AUDITING DIVISION, GAO 


Mr. Srapies. Let me make this clear, Mr. Chairman: In July 1957, 
in the very short report taht we had on Laos which was intended to 
be an appendage to our report on Vietnam, we had not had the benefit 
of any examination in the field. We had made such examination as 
we could make in Washington. 

I am checking now to see whether or not such information was in- 
cluded in the Agency’s comments in response to that draft. That 
never has gone out but is going to be incorporated with our field ex- 
amination into a single report. This will be sent back to ICA again, 
and they, I presume, will refer that revised draft to the State Depart- 
ment for examination. 

Mr. Zasvockt. It is and will continue to be the policy of GAO in 
making its reports on the various countries to include the replies, cor- 
rections, or whatever steps are being taken by the respective agencies ? 

Mr. Srapies. That is right. 

Mr. Zaxsvocki. If you receive this report to the charge you will in- 
clude it in the final draft? 

Mr. Srapies. We will include it; yes. 

Mr. Parsons. My recollection of this particular incident tallies very 
closely with Mr. dePaul’s, but, in connection with the efforts we made 
to protect the dollars appropriated for Laos, I would like to underline 
that this issue far transcended the problems of the economic aid pro- 
gram. In suspending aid to Laos at that time, and in recommending 
the suspension, I had to take into consideration such factors as the 
following: 

(1) Would we destroy the most solid element in Laos, the army, 
which was then defending the independence of Laos in a shooting war 
with Communist Pathet Lao and suffering casualties from day to 
day? So far as I can recall, it was the only part of the world where 
casualties were actually taking place at that time, in fighting between 
Communists and the anti-Communists. Furthermore, the army was 
not guilty of any participation in this fraudulent use of dollars and 
would be punished unfairly. 

(2) As Mr. dePaul intimated by suspending aid I was going to 
bring about one of the very things which was contrary to our inter- 
ests, namely, the acceptance of aid from the Communist bloc and Com- 
munist aid missions in Vientiane? That was another possible conse- 
quence of our efforts to protect the dollars involved in these import 
licenses. 

(3) By suspending aid, would we so impair United States influence 
that we would bring about the very kind of soft deal between the then 
Laos Government and the Pathet Lao representatives which we feared 
would prejudice Lao independence a Communist takeover of the coun- 
try inevitable? In other words, bringing the Pathet Lao into the 
Government under conditions which greatly favored them bringing 
their entire army into the Royal Laos Army as they desired instead of 
merely two small units as finally agreed a year later. I should like 
to emphasize this was a matter where we were taking serious risks 
that we might lose our entire objectives in Laos, and yet we decided 
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to take the risks in the belief that if we could get a satisfactory resolu- 
tion, as Mr. dePaul has described to you, we could thereby prevent a 
repetition of serious irregularities in the future. Our hopes in that 
respect were not fulfilled because we had later irregularities of a grave 
character with which we also had to deal and with which we did deal. 

Mr. Jupp. It is like situations in the war against Hitler when 
squadrons, practically, of American airplanes were destroyed by our 
allies of the Soviet Union. But we didn’t shut off aid to the Soviet 
Union. We were fighting a war. 

This is the whole argument for aid in these unideal situations. Is 
the price in loss and corruption so great that rather than pay that 
price we should just kiss those parts of the world goodby ? That is 
a judgment somebody has to make. Congress has to make it. I per- 
sonally think we ought to pay the price. The stakes are too great 
to do otherwise. 

I have worked in China as a missionary under similar circum- 
stances. The Chinese had a centuries-old squeeze system, and I saw 
more missionaries lose both their money and almost their religion 
trying to defeat that system than from any other cause. Whereas if 
they had played ball with it, even though it went against some Anglo- 
Saxon traditions, they could have held it to a minimum, they would 
have saved money, and they would have made more headway toward 
their basic objectives. I never yet knew anybody to beat it, and I 
don’t think even the Communists are going to succeed in beating it. 
It is a price we have to pay, I think, if we are going to try to win this 
war in those remote, threatened, underdeveloped parts of the world. 

The question is how to reduce it to the minimum, and how to keep 
it at a supportable level—keep the graft and losses from getting so 
unconscionable that the result doesn’t justify the effort. 

May I ask two questions: First on this man Miller. As I under- 
stood your letter, you said you had had 2 end-use inspectors, and you 
mentioned 2 by name. Was he the only end-use man you had out there 
for a time? 

Mr. pePaut. He was at one time the only man we had. During 
most of my stay there we had no one. We had no end-use investiga- 
tors for, I would say, the entire first year of operation. 

Mr. Jcpp. Had he had previous experience in this kind of work? 

Mr. pePaut. No. sir. 

Mr. Jupp. This was the first Government job of this sort he had 
had ? 

Mr. pePavt. I believe so. 

Mr. Zasiockt. He was recruited because he knew French? 

Mr. pePavuw. And he had a legal background. 

Mr. Jupp. You said in your statement, Mr. Ambassador, the deci- 
sion was made to fill all established positions. How many established 
positions are there of end-use investigators ? 

Mr. Parsons. I cannot answer that offhand. I don’t know the pres- 
ent table of organization of USOM. 

Mr. Jupp. How many were there supposed to be, 3,4,5? You didn’t 
have any for a while, and then you had one. I think it is important 
to know that. In a country that is 600 miles long, it would be pretty 
hard for 1 or 2 men conceivably to do a thorough job on this, especially 
when you have a Government that isn’t cooperating wholeheartedly 
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because it either does not know how to cooperate or does not want to 
expose its own weaknesses. 

Mr. vePaut. Sir, an earlier complement called for 2 specialized 
end-use investigators, and I believe that the present complement calls 
for something like 4. That is my impression. I am not sure of that. 

Mr. Jupp. How many are there out there now, do you know, Dr. 
Moyer? 

Dr. Moyer. I think six, but I would have to check to be sure. 

Mr. Jupp. What is the complement? Is it filled or half filled ? 

Dr. Moyer. There are three there at the present time, I think. I 
would like to insert that in the record. I am not quite sure about that. 

(The information is as follows :) 

There presently are in Vientiane in the controller’s office the following per- 


sonnel: Controller, deputy controller, accountant, and one auditor end-use in- 
vestigator. 


Mr. Parsons. This message that I read has this sentence in it: 


ICA has recruited, and is in the process of employing two additional end-use 
investigators, and a chief accountant to facilitate this work. 

Mr. Jupp. Two in addition to how many ? 

Mr. Parsons. It isn’t clear to me. 

Mr. Farestern. Mr. Chairman, it seems to me that the test is 
whether or not the authorities in an area, when they learn of these dep- 
redations, do whatever they can to cure them; and whether or not they 
are successful isn’t of such great moment. When in their discretion 
they term it is to our advantage wherever necessary to overlook par- 
ticular items. 

The main feature, however, is, are they diligent. Are they aware, 
and do they take the steps necessary to cure the situations—not the 
success in the curing of them. 

Mr. Jupp. That is a good statement of the case. 

Dr. Moyer. In that connection, Mr. Chairman, I have here a memo- 
randum of conversation which bears on this, and I would like to give 
the substance of it. 

May I, off the record, tell the names? I would like you to know the 
names of the people, but I don’t think they should be on the record. 

Mr. Zastockt. The names will be deleted. Whenever there is a 
name blank it out. 

Dr. Moyer. [Security deletion.] The date is December 7, 1956, just 
around this time we are talking about. I was present and heard this 
conversation. ‘This gentleman, a very high Lao official, expressed 
gratitude for aid but dissatisfaction with procedures. He said the 
complexities made it difficult to utilize funds rapidly. He said frankly 
that he would like to have the fundamental concept changed, that he 
would like the United States to provide Laos with a block of dollars 
which would be allocated without any United States supervision. 

We then went on to explain the present system and the reasons for 
our arrangements, but at the end he made this significant final eom- 
plaint, to the effect that the official atmosphere was not good. He 
thought some of the USOM officials were overzealous, possibly going 
beyond the requirements of ICA procedures in discharging their 
duties. 
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I think it is worthwhile to introduce this in the record to let it be 
seen that in the opinion of an extremely high official, pressure was 
being applied to conform to ICA procedures. 

Mr. Zasiockt. It would indicate, Dr. Moyer, that he wanted a little 
bit more to play around with. Charges have been made that too many 
Laos officials utilized whatever we had in order to perpetuate them- 
selves in power, and to gain wealth. It is something we either have 
to refute or take the position that the charge is true. 

Related to this charge is the statement made recently by Congress- 
man Passman on the floor of Congress when he questioned the han- 
dling of medical supplies in Laos. This may probably bring in the 
discussion of Dr. Kaufman. 

Congressman Passman asked this question, and I quote: 

Is it true that literally tons of this same free medicine is deteriorating in 
storage because the holders such as the governors of Provinces and mayors of 


towns, refuse to distribute the medicine without receiving their financial cut; 
that this extortion is so prohibitive that the people cannot afford to pay it? 


We had a reply prepared by ICA which states: 


This statement must refer to the medical supplies provided largely by the 
French which had been stocked for the use of the French union forces including 
the Lao Army. Accordingly, whatever criticisms there might be in their handling 
would not be criticisms leveled at the handling of aid under the United States 
program. - 

My question is, isn’t this an admission that there is considerable 
truth in the original charge, that is that the governors of Provinces 
and mayors of towns refused to distribute until they get their cut, re- 
gardless of whether the medicines were supplied during the rule of the 
French or whether at the present time the original charge is not 
sanctioned by ICA—I wonder if one of you gentlemen would care to 
comment ? 

Dr. Moyer. Perhaps Mr. dePaul could. I had something to do with 
the drafting of this. I simply say I see your point and perhaps this 
wasn’t adequately covered, but we really have no way of knowing, at 
least to my knowledge, and we had absolutely no control over it. It 
was something completely outside of our province, but I would like 
Mr. dePaul to comment on it. 

Mr. Zastocki. Mr. Passman made the charge. Do you have any idea 
who gave him the data, or the information? Was it Dr. Kaufman? 

Dr. Moyer. I am willing to say this: All I know is, he raised five 
different questions with respect to medical supplies. We have in our 
possession—may I say this off the record? I think perhaps this 
shouldn’t be on the record. 

Mr. Zapsiockt. Yes. 

(There was a discussion off the record.) 

Mr. Zastockt. Perhaps I unfairly tried to tiein Dr. Kaufman. Per- 
haps you should comment on Dr. Kaufman so we will not be left with 
a misapprehension of what the facts are. 

Dr. Moyer. I would say first with respect to Dr. Kaufman that I 
have never met him. What I know is not based on personal acquaint- 
ance. I have simply reviewed the record, and I would like to say that 
we have a substantial record on his case. There was a serious differ- 
ence between ICA and Dr. Kaufman, so in order to be quite sure of 
our facts we sent a trained investigator to Laos, on the spot, to examine 
the various ramifications that were connected with his leaving Laos. 








MUTUAL SECURITY PROGRAM IN LAOS 67 


On his return to Washington he was also interviewed by experienced 
investigators and his story was taken and different charges were in- 
vestigated. We also looked into his past history. I have examined a 
good deal of this record, but I have not met Dr. Kaufman. What I 
sav I am taking out of this rather carefully prepared record. 

It is interesting I think because I believe Dr. Kaufman sincerely 
believes, as apparently Haynes Miller believes, that he was withdrawn 
from Laos because he exposed what he called a bad system. I suspect 
he sincerely believes that. 

The record shows a different story on the basis of the examinations 
I have just made—and I might say that this was no hasty action. At 
that time Ambassador Parsons wasn’t there, but his predecessor was 
consulted, and it was agreed on all sides that it would be better for Dr. 
Kaufman to be withdrawn from Laos. The reasons were his extremely 
belligerent manner, and what was called rough and uncouth language, 
and if you read the language I think you would agree. Another point 
was his extreme tactlessness in referring to public institutions, the 
local institutions. 

On one occasion he went into a French hospital, when there were 
ot some visiting officials from Thailand. There were Lao and 

‘rench officials there, and in his usual language, spoke in a way which 

was insulting, or at least was considered insulting. As a result of an 
accumulation of this kind of incident it was felt better in the United 
States interests that Dr. Kaufman not remain. 

Mr. Jupp. Had he had previous experience in a similar post ? 

Dr. Moyer. I believe not in any program of this sort. I think he 
was in the Air Force before. 

Mr. Jupp. Is he a doctor of medicine? 

Mr. pePaut. He is a dermatologist. A specialist. He is a doctor of 
medicine. 

Dr. Moyer. I might mention a review of his record indicated that 
in previous posts, similar characteristics were displayed. 

Mr. Jupp. What was his assignment? What was his work? 

Dr. Moyer. I believe he was health adviser, or Chief of the Public 
Health Division, whatever it was called. 

Mr. Jupp. Why send out a dermatologist to deal with public health 
in a country like that? The fact that he has an M. D.—I have one, too, 
but that wouldn’t qualify me to handle public health in such an area. 

Mr. Farsstern. Not at this stage, anyhow. 

Mr. Jupp. There never was a “time when I was qualified to do it. 
I can take out gall bladders, but that didn’t qualify me for such a job. 

Mr. pePavt. May I answer that Dr. Kaufman held two positions. 
In effect, he was not only the USOM Chief of Public Health but he 

was also the post medical officer for the medical care of Americans 
[security deletion]. 

But in terminating him as the Chief of the Public Health Division 
of USOM we also lost the post medical officer whose services I think 
were without complaint. He served well as a medical doctor for the 
Americans. 

They created a serious problem in staffing. It was finally resolved 
by obtaining an Embassy doctor in his own right. 

Mr. Jupp. I am curious to know about the charge of all those large 
undistributed supplies. Are they referring to the period, when we 
were out there in 1953 and saw the biggest collection of expensive 
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drugs I ever saw in my life in one place. Of course, Laos wasn’t 
independent at that time. That was almost 2 years before she got 
her independence. Such matters were all handled by the French. 
The supplies didn’t come from United States aid, and none of us sug- 
gested it had. But people always grab up such a report and suggest 
that there was some kind of malpractice by the Lao or the Ameri- 
cans. I had itchy fingers with all that stuff lying there in the jungle, 
with nobody using it, and only one qualified Lao doctor in the whole 
country. 

Dr. Moyer. Our understanding is that it must still have been those 
employees because at that time commercial imports hadn’t come in 
under our program at the time Dr. Kaufman still was there. 

Mr. Jupp. When did Dr. Kaufman leave ? 

Dr. Moyer. He left around April 1, 1956. 

(The exact date has been determined to be April 17, 1956.) 

Mr. Jupp. That is a year and a quarter after we began our program. 
Our projects under which you sent in various drugs, you don’t know 
in what years our drugs were sent in? For instance, all these cap- 
sules of penicillin of which we saw endless quantities, and achromy- 
cin and terramycin and sulfa drugs were under French control. I 
wish you could just give us the dates when our American supplies 
went out. 

Dr. Mover. I think we can do that. 

(The information is as follows :) 

ICA records show that expenditure vouchers for medical supplies under 
project aid to Laos paid for through March 31, 1956, totaled $16,000. By June 30, 
1956, another $23,500 had been paid for. Since arrivals are not likely to have 
exceeded amounts paid for, the large quantity of drugs referred to here ob- 
viously could not have come from American aid supplies for projects. With 
respect to commercial imports under procurement authorizations, no expenditure 
vouchers were paid for prior to June 30, 1958. There were some imports 
under cash grant dollars during this period, but these in any event were im- 


ported commercially. They would not have been “free medicine” as the drugs 
referred to were called. 


Mr. Jupp. I would like to have them. If we can run it down that 
this is stuff that came in under the French, and that we didn’t ship 
out, we can dispose of that one. Except that it is a picture of the 
general inefficiency in the country. We know that. 

Mr. Farssrern. Mr. Chairman, I would like to ask one question of 
Mr. dePaul. 

Mr. Zasiockt. Before we leave this, I wonder if Dr. Moyer could 
clarify the question as to whether the mayors of Provinces or governors 
of Provinces and mayors and other officials would withhold medicines 
until they got their cut? Your previous reply leaves that unanswered. 

Dr. Moyer. I don’t know. May I ask Mr. dePaul who was there 
at that time? 

Mr. pePaut. Mr. Chairman, we have no direct information which 
would either corroborate or deny that statement. It is perhaps plausi- 
ble. The medical system of Laos is, as you can imagine, woefully defi- 
cient. There is, as we have said many times, only one fully qualified 
medical doctor in the country. There are, however, in addition some 30 
doctors, as they call them, who do have medical training, but not such 
as we would consider the equivalent of a doctor of medicine. 

These doctors are stationed in the Provinces, largely. Each Prov- 
ince has a medical setup under the direction of one of these doctors. 








MUTUAL SECURITY PROGRAM IN LAOS 69 


We do know that the medical supply problem has been very difficult. 
Our people who talk to these doctors in the field report they have 
problems in getting medical resupply from the ministry. We do know 
that the Ministry of Public Health is weak in terms of organization 
and personnel. {Security deletion. | 

The USOM program did not attempt, during these years at least, 
to do a great deal about this clinical medicine problem. Our focus 
was on preventive medicine. The eradication of malaria, the eradica- 
tion of yaws, two of the principal diseases in the country. We were 
working on the public health side. We should clearly move on to im- 
provement in the clinical medicine field. I think we will be able to do 
this. I am told that we now have a public health doctor who is due to 
arrive in Laos to take on the medical problems and public health, 
within the next 60 days. There has been a long period when we had 
no medical doctor in charge of our public health division. 

Over a period of time I think he will be able to correct whatever 
deficiencies there are in the provincial medical setup. I don’t see how 
the mayors, or governors, would fall into a position of controlling 
medical supplies. Medical supplies are sent from the Ministry of 
Health to the doctor in charge in the Province. I cannot describe in 
detail what happens after they arrive. I do know they are plagued 
with shortages and very often it is a question of how to use drugs. We 
don’t see the problem there as merely a problem of supplying drugs. 
Much more important is the medical personnel who shall prescribe the 
drugs. 

Mr. Farssrern. Is there any influence that a town mayor, or the 
head of a province could use in the distribution of this stuff if it is 
directed to a doctor? Where would his influence come from if at all? 

Mr.pePaut. I don’t know, sir. 

Mr. Farssrern. What is your best opinion? You were there. There 
has been a charge made. 

Mr. pePaut. My opinion is that the medical supplies are sent to the 
doctor in charge of the province and that he is in charge of distributing 
them and using them. 

Mr. Farsstern. And it is your best opinion that no mayor of any 
town or the chief of any province would in the ordinary or normal 
course of events have an opportunity to get some graft before the 
medicine could be distributed ? 

Mr. pePaut. That would be my opinion, sir, in the normal course of 
events. I cannot certify that the course of events is always normal in 
Laos. 

Mr. Jupp. I would guess that in more places than one, the governor 
would say to that doctor—who is also his own family doctor; there 
is no other doctor in the province—“Listen, you have to give me 20 
percent,” and he would get 20 percent. That is the only kind of law 
and order there is in such countries. There are no courts and you do 
what the Governor says or something happens to you. 

I would be astonished if this didn’t happen. But I wouldn’t think 
that that is a cause for interrupting the program. 

Mr. Zasiockt. That would lead to this question. That could very 
well happen with the tremendous quantity of drugs that they have 
that were left over from the French regime. Are we making any 
attempts to stop any drugs that we are delivering under this pro- 
gram‘! That should be our prime concern. 
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Mr. Jupp. That is right. 

Mr. Zasiockt. Let’s limit ourselves to the latter. Are we making 
specific corrections in the distribution of drugs that are made pos- 
sible under the United States program ? 

Mr. Jupp. Well, how could you prevent it? How many provinces 
does the country have, 17? 

Mr. pEPaut. We do not supply drugs of this nature in the grant- 
aid program, with some minor exceptions. Our only grant aid of 
drugs, to my knowledge, aside from those that are related to malaria 
eradication and yaws eradication—and those drugs are quite separate, 
they are handled by the technicians in charge of those programs and 
they don’t enter into this supply system. Beyond that the only im- 
portant supply of drugs that I recall is the first-aid kits and the 
resupply of those kits. 

Now, that is handled, I think, quite adequately. Those kits are 
laced in strategic locations and resupplied and we do inspect those. 
‘hings can go wrong, of course, but that is a very small program. 

The bulk of our financing of medical supplies as such in Laos— 
pharmaceuticals—has been in the commercial import sector. 

In that sector, and as part of the commercial import program, we do 
not attempt to control the end use or the resale price of the drugs. 
These enter into the normal commercial market. 

Dr. Oudom, operating as the Oudom Trading Co., and other im- 
porters—and I repeat there are others—who pay money for drugs 
imported in their own name will handle these as ordinary commercial 
imports. 

Mr. Zasiockt. Am I correct in concluding from your statement—I 
think it was a very good one; it sheds quite a bit of light on the 
problem—that under our program we do not supply aspirin 4 

Mr. pePaut. Except as part of the first-aid kits. 

Mr. Zastockr. Mr. Passman has specifically mentioned aspirin tab- 
lets at 15 cents per single aspirin and 90 cents per penicillin capsule. 

Under our program we don’t dispense or distribute other than the 
first-aid kits you have mentioned ? 

Mr. pEPaut. That is right. 

Mr. Zasiockt. We don’t supply aspirin to Laos. But they have 
headaches there; don’t they ? 

Mr.pePaun. Yes. The mission has used quite a bit. 

Mr. Farsstern. Under the program as you outline it there is a pos- 
sibility that somebody there may ask for 15 cents for an aspirin or 
90 cents for a dozen of them. 

Mr. pePaut. That is quite possible. 

On April 4, 1958, aspirin was selling in Vientiane for between 1.4 
and 2.8 cents per tablet. 

Mr. Zastockt. Was that our United States supply ? 

Mr. pePavt. Commercial imports. 

Mr. Jupp. Down in the drugstore, no matter how they got it. But 
they could get import licenses under commercial arrangements for 
importing aspirin. 

Mr. pePavt. Yes. 

Mr. Jupp. Some of the dollars we sold for kips could go to some- 
body with an import license to use for importing drugs and he could 
import aspirin under it ; couldn’t he ? 

Mr.pEPaut. Yes. 
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Mr. Jupp. It wasn’t furnished as grant-aid, but it was imported, 
using our dollars to buy commercially abroad. 

Mr. pePavut. As a commercial import. 

Dr. Moyrr. That is another reason why I think he must be referring 
here to the previous stock because he is referring to tons of “free” 
medicine. Under commercial import it would be not free. 

Mr. Jupp. Outside of these kits we are not sending in any drugs 
like aspirin that are supposed to be for free distribution ? 

Mr. pePaut. No. 

Mr. Jupp. These first-aid kits, the health workers are supposed to 
pass them out to people who need them, free ? 

Mr. pePaut. Yes. 

Mr. Farssrern. Have you any evidence of these kits being sold ? 

Mr. pePaut. I recall no evidence. The last contact I had with 
this program revealed that the kits were in good use and they were 
very popular. And even in the outlying districts some of the Com- 
munists were coming over and helping themselves, or lining up to re- 
ceive free medicine, 

The Communists also spread propaganda in the area that these 
kits contained poison, but that didn’t seem to stop their popularity. 

Mr. Jupp. Well, of course, we have had Americans selling Ameri- 
can supplies around the world also. One of the biggest scandals in 
China, which was also laid to the wife of a high Chinese official, turned 
out to be operated by American aviators flying across the hump. They 
could carry over a bottle of 100 sulfa tablets in one pocket and 100 
in the other pocket, and they could sell the 200 for 75 cents apiece in 
Chungking and make $150 a round trip with sulfa. It wasn’t Chinese 
wives who were doing it but American aviators. Some went to jail. 
When there is that much money to be made, you can’t escape some- 
body being crooked, no matter what their race or background. 

Mr. pePavut. On the other side, Dr. Judd, may I quote the figure 
of 1.4 cents for an aspirin tablet, on April 4, 1958, in Vientiane. At the 
official rate that is only slightly above the price in Washington, D. C. 
You get 12 tablets for 15 cents. I buy a great many. 

At the unofficial rate this would be much cheaper than in the United 
States. 

Mr. Zastockt. I believe the Ambassador had a comment to make. 

Mr. Parsons. I just wanted to add at the town and county level, 
the mayor and the local officials are locally elected and there is a pa- 
thetic eagerness in the villages to get ahold of any kind of medicine. 
They think aspirin is magic. And any local official who held back 
supplies which he had in town, a knowledge of which could not be 
concealed under Lao conditions—you have seen their houses—he 
wouldn't last long as an elected official. 

Mr. Zasiockt. Mr. Farbstein must leave at 4. I believe he has a 
question at page 11. 

Mr. Farssrern. At the top of page 12: 


ICA financed road equipment abused and property control reports inadequate. 


Will you explain that, please, and then I must leave. 

Mr. Zastockt. That begins at the bottom of page 11. “Investiga- 
tions reveal that considerable quantities,” and so forth ? 

Mr. Farpsrern. Yes. 
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Mr. vePaut. This refers to a purchase which was inaugurated in 
1955 whereby we ordered a spread of roadbuilding equipment costing 
approximately $1.5 million. This equipment was procured by the 
United States Government through the Bureau of Public Roads and 
was shipped to Laos. I must add that the procurement involved the 
delivery of 23 different kinds of road equipment from 23 different 
manufacturers in a million-and-a-half-dollar spread. This was be- 
cause under the procurement policies practiced by the Bureau of Public 
Roads—which I do not criticize; I am merely stating the facts—they 
were forced to accept the low bid on each individual item, 

Consequently, we found ourselves supplied with 23 different brands 
of roadbuilding equipment, each item from a different manufacturer. 

Mr. Farsstern. Did anybody in Laos order that 4 

Mr. pePauu. We ordered the equipment by types, not by brand. We 
said, “Send so many bulldozers, so many scrapers, so many dump 
trucks.” We do not specify the manufacturer. 

Mr. Farsrern. Did you order $1.5 million worth of equipment? 

Mr. pePauu. We ordered equipment costing $1.5 million. We ord- 
ered it in terms of specific items for the initiation of a mechanized 
roadbuilding program in Laos. 

This equipment arrived approximately 1 year later—which was 
very goed delivery time—into Laos, and we had at the same time 
ordered or programed contract services calling for approximately 12 
equipment engineers—technically skilled people—whose duty it would 
be to set up within the Lao Government a maintenance and operation 
facility for the use of this equipment. 

Unfortunately, or perhaps fortunately, the equipment arrived 
rather speedily. The contract technicians arrived with less speed and 
we found ourselves with the equipment, which is very visible, painted 
a bright yellow, and the necessity of building roads before the develop- 
ment of the requisite maintenance capability within the Ministry of 
Public Works. 

Mr. Farsstetn. How long did it take before these trained men who 
knew how to build roads came? 

Mr. pePavt. They are now there. 

Mr. Faresrern. You didn’t answer my question. How long did 
it take after the delivery of the machines for the men to come? 

Mr. vePavt, I can’t answer that accurately because the machinery 
arrived over a period of time. I would say roughly a period of at 
least 6 months. 

Mr. Farsstern. That is 6 months after the last piece arrived; 
is that it? 

Mr. pePaut. No, sir; it was the arrival of the bulk of the machin- 
ery. It came in over a long period of time, but we had a good part 
of the equipment on hand and ready to operate at least 6 months and 
possibly longer before the establishment of the contract group that 
was to set up the maintenance facility. We made a very difficult 
decision at this point. We decided in consultation with the Embassy 
that it was a matter of necessity to get on with roadbuilding and we 
opened up the road from Vientiane and to the royal capital of Luang 
Prabang, which I think the Ambassador will agree was a very im- 
portant operation at that time. The maintenance of the equipment 
was not what it should have been. The equipment was taken out on 
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the job and used, and used under arduous conditions, without there 
being adequate maintenance facilities at headquarters. That was yet 
to be built. 

The equipment suffered in the process. We are now building the 
maintenance facility and we are catching up. 

There is no question but what the use of this equipment under 
these conditions led to less than optimum maintenance and safeguard- 
ing of the equipment. 

It was complicated particularly by the spare parts problem of 
stocking and resupplying on spare parts with 23 different makes of 
equipment. 

Mr. Farsstetn. After the men to direct the roadbuilding came, 
were the various items of equipment properly maintained thereafter ? 

Mr. vePavt. I can’t say this happens at any specific date. The 
men who were to assist the Lao Government in setting up a mainte- 
nance facility came, they set about their business. I assume that by 
now the maintenance facility is being established, people are being 
trained and we begin to catch up on back maintenance. 

Mr. Farssrern. You say that a road was built. Therefore, the 
men were there who knew how to build the roads and I presume they 
knew something about this equipment. 

Mr. peEPaut. No, sir; the men who built the road were largely 
Okinawan operators. 

Mr. Farsstretn. Did they know how to use the equipment? 

Mr. pePaut. They know how to use it. They are not experts in 
its repair and maintenance. Maintenance on the job but not mainte- 
nance in terms of rebuild or second or third echelon maintenance. 

Mr. Zastocxi. Will the gentleman yield? 

Mr. Farssretn. Yes. 

Mr. Zantockt. The statement says the property control records 
were inadequate. Does that mean some of the equipment was lost, or 
disappeared ? 

Mr. pePaut. It is awfully hard to lose a bulldozer. 

Mr. Zaxstockt. We have been told that roadbuilding equipment in 
other areas was misused for private purposes or for other than the 
road building. Is it the same situation in Laos? 

Mr. pkPaut. I cannot conceive, sir, of any situation where this type 
of equipment could be used for any private purpose, except perhaps 
to build a short road into someone’s property, but this equipment does 
not lend itself to improper use. 

Mr. Zastocki. You have had tractors there, haven’t you? 

Mr.pePaut. Yes. 

Mr. Zastockr. Did any of those disappear ? 

Mr. pePaut. I know of no machinery that disappeared. 

Mr. Jupp. Could we ask GAO what they mean by that? 

Mr. Zasiockt. What does GAO mean by the statement that prop- 
erty control records were inadequate on this road ae 

Mr. Srapies. According to our Tokyo report, on the basis of an 
investigation report of the USOM mission, the Ministry of Public 
Works of the Lao Government, charged with control and assignment 
of all heavy equipment belonging to the Government, reported that it 
had no current property management records, that it had not received 
custody from the mission on equipment purchased under the program 
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and being used by Universal—which was one of the contractors—and 
that it was not aware of the locations at which the equipment was 
being assigned. That is the mission’s report. 

Mr. Zasiockt. Have they gone into further detail as to any loss of 
equipment ? 

Mr. Sraptes. I don’t know that they say that any is lost, but they 
say property management records of Universal were poorly main- 
tained, incomplete, and inaccurate as to condition or location of the 
property. The maintenance records of Universal for individual 
equipment did not show maintenance requirements or maintenance 
undertaken or required to place disabled equipment back in condition. 

Mr. Jupp. Well, it is pretty hard out in the jungle to keep such 
records. 

Mr. Sraries. The main point we had in mind was that the records 
were inadequate, not so much as anything being lost because we couldn’t 
tell, but in that the mission and the proper people charged with the 
responsibility apparently did not know what they had at their dis- 
posal, or where it was. Now, that could mean that some was lost, it 
may not. 

Mr. pePaut. May I comment on that? 

Mr. Zastocki. Mr. dePaul—— 

Mr. pePavut. I think one of the basic situations here has to do with 
our relationship with the Minister of Public Works. 

It appears to me that the statements made by the Ministry of Pub- 
lic Works were probably not made by the Minister, himself. We de- 
veloped a very close working relationship with His Excellency Tiao 
Souk, the Minister of Public Works, and he himself personally as- 
signed equipment to various jobs of work. I say this advisedly be- 
cause I have traveled with him around the country and I have seen 
him direct work crews and pieces of equipment to move on, or do this 
or do that. He personally supervised this. [Security deletion. ] 

Clearly, the disposition of equipment was worked out in close col- 
laboration with the Minister, himself, and not only through USOM 
but through the services of the contractors. 

Mr. Jupp. Is there any further news on the election as of today ? 

Mr. Parsons. I have no more news today, Dr. Judd. 

Mr. Jupp. In the hearing today before the Rules Committee, there 
was discussion of material which was given to us in executive session 
which I was unhappy about. But since it has already been discussed 
publicly it will doubtless be brought up later. The statement was 
made that the Lao Army has two units of Communists in it. 

I would like to have the figures. You gave them to us in March, 
about how many bodies there were in Pathet Lao forces, how many 
of them were dismissed and how many have been integrated into the 
Lao Army of 25,000? How many of those came over from the Pathet 
Lao? 

Mr. Parsons. My memory is less precise than when I first came back 
from Laos, but my recollection is that there were about 7,500 people 
reported as being in the Pathet Lao Army at the time of integra- 
tion. Out of that number I think about 500 disappeared. Two bat- 
talions or a maximum of 1,600 men were brought into the Royal Lao 
Army. Each of those two battalions was kept separate in a selected 
area from the bulk of the Army. The Royal Lao Army officers were 
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being intermingled with the Pathet Lao officers so that, bit by it, 
control was being turned over to people who had been in the Royal 
Army all along. 

Mr. Jupp. So it amounts to about 1,600 men altogether ? 

Mr. Parsons. 1,600 men, yes. The rest either disappeared or were 
disarmed and sent back to their villages by the Royal Lao Govern- 
ment or went back themselves, on their own. 

Mr. Jupp. Do you know what kind of a basis or what criterion 
they used in selecting the 1,600? Did the Communists themselves de- 
cide who went into the Royal Lao Army, or did the Royal Army de- 
cide which of the Communists it was to keep ? 

Mr. Parsons. My recollection is that the Lao Government made a 
last minute concession on this point, contrary to our expressed hopes, 
and let the Pathet Lao choose which two battalions they wished to 
put into the Royal Army. 

Mr. Jupp. ‘They were brought in as 2 organized battalions and not 
as men selected out of the 7,500 and formed into the 2 battalions. 
Two units were incorporated ? 

Mr. Parsons. That is my recollection; yes. 

Mr. Jupp. So 1,600 out of 7,500. Roughly they took in a fourth or 
a little less than a fourth of the total ? 

Mr. Parsons. Yes. I am not sure whether it was to the advantage 
of the Royal Government to let the Pathet Lao—— 

Mr. Jupp. Disband ? 

Mr. Parsons. Disband, exactly. Whether you have 1,600 hard- 
core Communists in the Royal Lao Army or whether you allowed that 
1,600 to go back to the villages, it is a moot question as to which was 
more to the advantage of the Pathet Lao and hence more dangerous. 

Mr. Jupp. You can perhaps watch them better if you have them un- 
der control and se than you can sometimes if they are scattered 
through the other forces or through the countryside. 

Mr. Parsons. If they got the 1,600 hard-core people if that is the 
number and could watch them that is to their advantage. On the other 
hand, if the Pathet Lao gave them people not particularly reliable 
from this point of view and sent their most reliable people into the 
countryside, that is something different. 

Mr. Zasiocki. I have two brief questions, Dr. Judd, if you are 
through. 

The GAO report on page 11 indicates that a significant saving may 
be realized, a saving in military budget support may be realized 
through a review of expenditures. Has such a review been under- 
taken ? 

Mr. Moyer. I tried since yesterday to review all the information we 
have on this, and a lot of the information I have came from my own 
questioning on this subject when I was in Laos about 3 months ago. 
A precise review of expenditure, no, we do not have that, in the sense 
of auditing books, checking precisely on how the money was spent. 
But these are the things which we do have; and in my notes I found a 
statement that the PEO people there felt that they had a reasonable 
check. It isn’t the kind of check you get from checking books that are 
precise, but these are the steps: First, the budget itself initially is very 
carefully reviewed. The Lao Government submits its proposals; 
the PEO people look it over ; each different specialist examines his own 
particular portion and they discuss it with their counterpart in the 
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Lao Government. A number of reductions are made, and, finally, 
they come up with something which is agreed upon by both sides. 

Then release of funds against this budget is done on a monthly 
basis. The Lao Government comes in with a request each month 
for particular items that it wants money for at that particular time. 
These again are reviewed and there is agreement, and then the funds 
are released on the basis of this review—I would like the Ambassador 
and Mr. dePaul to check me but this is what I find in my notes and 
this is the way I think it is. 

In further checks I asked them how much end use they can do 
and they said frankly that they are not able to do much beyond the 
above except in their visit to headquarters, whether it is battalion 
headquarters or whatever headquarters there are, when they do what 
observing and checking they can. 

Mr. Zantockt. Did they give you any specific reasons why a review 
of expenditures, or a specific review of expenditures could not be 
made, or was impossible? 

Dr. Moyer. They mentioned their own shortage of staff. That was 
one big item. I don’t think they have had any—to my knowledge 
they have had no sharp issue drawn with the national army of Laos 
as to what they do. They did mention shortage of staff. They didn’t 
mention—they suggested there would be difficulty but they didn’t 
say it would be prohibitive. It was left about in that sort of a state. 
I didn’t push it. 

Mr. Zastockt. Is it the intention of the Department to prod for 
an improvement in this regard as far as review of expenditures is 
concerned? Will there be any attempt made to correct that? Pro- 
viding there is additional personnel ? 

Mr. pePavut. As I recall that statement, it seems to be quoted from 
a message—at least in part from a message that I wrote several years 
ago. This isa different aspect of the problem. What we had in mind 
in making such a statement was that if we reviewed the nature of 
the expenditures made by the Lao Army it was possible to effect sub- 
stantial savings by changing the method of procurement. This 
began—this thinking began in 1955 when I attended a conference 
at CINPAC in Honolulu. We made quite an issue of that at that 
time. We set in motion Department of Defense studies and reviews 
of Lao Army procurement which over the last several years have, I 
think, resulted in substantial savings. 

To "illustrate, at the beginning in 1955, and previously, the Lao 
Army was buying what it needed on the local market. Most of the 
things it bought, of course, aside from personal services, were im- 
ported items, “but they were dealing with local importers. This re- 
sulted in their supplies coming to them at a very high price and 
beginning in 1955 we were paying the bills in local currency. In 
other words, the supply system was through commercial channels 
into the Lao commercial market and then ‘sold to the army, with 
United States generated local cur ne Pere the bills. 

We felt that this was a very wasteful and very expensive way to 
procure. 

Mr. Zastocki. Was this cost for the army over and above the 
agreed-upon and negotiated cost per man in the Lao Army? There 

was a determined Lao-manned strength and then we agreed to pay X. 
number of dollars per man; is that right? 
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Mr. pePaut. No, sir; I don’t think our agreement was in terms of 
men, 1t was in terms of a screened budget, and this budget did include 
many imported items which were at that time procured on the local 
market. 

Mr. Zaxstockt. It is pure coincidence that the screened budget 
amounts to approximately $1,000 per man. 

Mr. pePaut. I think that would be coincidence. The budget figure 
is established by a Defense Department review of the submitted bud- 
get. Now, this submitted budget has typically been approximately 
cut in half. 

Mr. Zas.ocki. What I would like to have clear in my mind is that 
we do not have this situation. Besides an established budget that we 
have a sort of a cost-plus, where we have maintenance or other items 
which were imported as you say for which we pay, that are used by 
the Lao Army, in addition to the military budget. They are part of 
the military budget. 

Mr. pePaut. The military budget is a matter of agreement on the 
basis of a total budget submission which is drastically cut in the 
process. 

Mr. Zasiocki. Of which some of the imported goods that you are 
referring to are part. 

Mr. pePaut. Yes. If I may illustrate, their budget may include, 
for example, 20,000 pairs of shoes. Now, we may say that their budget 
should include, from a military logistics standpoint, 20,000 pairs of 
shoes. What may happen is this: They will cost those shoes in local 
currency at a price reflecting what the local importer may charge the 
army, and at that price is may cost us, to finance in local currency, $10 
per pair. What we said was: 

We approve the 20,000 pairs of shoes— 
and this was actually done— 


Let the United States Army Quartermaster Corps procure and ship 20,000 shoes, 
which will cost you $4 per pair. 

So by putting the $4 into what was then called direct forces support 
for procurement by the United States Army we effected a net saving 
of $6 per pair against the price that would have been paid by the Lao 
Army had they Patehianial through their usual channels at that time. 
This shift was made and the point I want to bring out is that this is 
what we had in mind. 

Mr. Zasvockt. Then in purchasing these 20,000 pairs of shoes which 
supposedly would be Army surplus in the first place, the payment for 
these shoes would be credited to the United States military establish- 
ment or were they paid for in dollars? 

Mr. pePaut. Well, sir, in 1955, the procurement of certain items of 
this type was put into the direct forces support program which was 
part of what then became MAP. 

Mr. Zastockt. Then $4 for shoes is not included in your military 
budget ? 

Mr. vePavt. It would not thereafter be included. It had been in- 
cluded originally. We would take it out entirely, replace it by an 
augmentation of the direct Defense Sterne supply. 

Mr. Zastockt. It is a small item but I am trying to figure out 
whether, after saving $6 that would have been expended in kind by 
procuring the shoes through the United States procurement service, 
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the military procurement service, that you didn’t still leave $4 cred- 
ited to the military budget. 

Mr. pePaut. That I trust was taken out. There were many adjust- 
ments of that kind, and I think it is fair to say this resulted in some 
real savings. 

Mr. Zastockr. I have one other question. That is on page 12 of 
the GAO report where it states: 

In addition to ICA, both France and Great Britain were engaged in training 
elements of the police force but apparently there was insufficient coordination 
among the three groups. 

Why was there insufficient coordination? That has not been an- 
swered thus far, and I believe that is the last question. 

Dr. Moyer. I would like to give what I know about this and if the 
Ambassador or Mr. dePaul have further information they may give it. 

France does have some training officers in there and is interested 
in maintaining a certain position in Laos. Our understanding with 
Laos on this matter is that we will help to train the instructors of a 
police school. So far the school has not yet been completed and there- 
fore training has been somewhat of a haphazard nature. We have 
helped to train abroad, I believe, something like 100 persons, some of 
whom at least will be instructors in this school. [Security deletion. ] 

Mr. Zastocki. There is no overlapping of effort ? 

Mr. vePavt. There is no British effort in Laos to train the Lao 
police. 

Mr. Zastockt. There isa French and American effort. 

Mr. pEePaut. The French I think is very minor. 

(Security deletion.) 

Mr. Zaziockr. On the basis of these statements, has Mr. Staples 
or Mr. Keller, of GAO a desire to add anything about the insufficient 
coordination charge? 

Mr. Sraptes. The only thing we can say on that at this particular 
moment, is what is contained in our direct report from our Tokyo 
office, and that is that the United States has financed police training 
of a select number in the Philippines where employment and condi- 
tions are considered to be comparable. The [security deletion] French 
also conduct training courses for people in [security deletion] France. 
There seems to be no coordination in the selection of personnel and 
planning the training curriculum ; American visitors have little knowl- 
edge of the scope or nature of the French training program. 

Mr. Zastocki. Dr. Moyer and Mr. dePaul stated that the French 
[security deletion] efforts are minor in that regard. My only concern 
was that there was not a large overlapping of effort. 

Mr. Sraptes. I do not know at this moment, Mr. Chairman, just how 
extensive the French [security deletion] effort was. I don’t know. 
I can’t acknowledge that it is minor. I just can’t say that it is or is not. 

Mr. Zastocki. You have no evidence that it is a major lack of co- 
ordination ¢ 

Mr. Sraptes. That is right. 

Mr. Zas.ocki. Thank you very much, gentlemen. 

Mr. Parsons. Thank you for hearing us so patiently, Mr. Chairman. 

(At 4:30 p. m. the subcommittee adjourned, to reconvene at the call 
of the chairman.) 
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